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The Functions of an Accountant 


As one of the series of post-graduate lectures on “Retail 
Accounting” recently conducted by the Victorian Division of the 
Commonwealth Institute of Accountants, Mr. J. McCahon 
delivered a lecture entitled “A Financial Review of Retailing.” 

It was hoped that it would have been possible to publish the lec- 
ture in this journal, as it proved to be of exceptional interest to 
the audience. Mr. McCahon has found, however, that the wide 
scope of the subject dealt with by him precludes its satisfactory 
presentation in condensed form. In the course of a letter to the 
State President of the Commonwealth Institute explaining this, 
Mr. McCahon made some comments on the functions of account- 
ants, which are here published with his consent. 

Mr. McCahon says: 


I made the point that an outstanding feature of most retail accountancy 
systems is that, in addition to being financial records, they are designed to 
provide detailed statistical information about each section of the business. 
I mentioned also that there is usually a close relationship between the 
merchandising and financial sections, with the latter often in the position of 
guide, philosopher and friend to the various profit-making departments. 

Of course such a closely-knit organisation is the product of keen man- 
agement, but in other than retail businesses I have often observed a lament- 
able lack of understanding between the merchandising or manufacturing 
departments, on the one hand, and the accountancy department on the other. 

May I here say that such a position can arise because the co-operation 
of the accountant is not sought, but that excuse should be ignored by any 
man with initiative. 

The accountant who becomes “a typical accountant” in the eyes of the 
other executives of the business, who continually harps on legal and finan- 
cial restrictions, instead of seeking a solution to difficulties, and who acts 
as a pessimistic critic, fully deserves relegation to the position of hack 
accountant in which he will inevitably find himself, no matter how accurate 
and precise his accountancy methods may be. 

Fortunately, accountants are being trained to take a wider view of their 
responsibilities. Many now realise that their knowledge of the records of 
the business is much too valuable to be kept in a mental storehouse, and 
there is a disposition to give time and attention to the presentation of 
enlightening facts and new statistics. 

Take “expenses” as an example. What a great help it is to the man- 
agement of a business if the accountant prepares a monthly profit and loss 
account, or at least a statement of expenses that shows the itemised ex- 
penses for the month compared with the same month of the previous year, 
and then sets out the cumulative figures for this year and last year, thus 
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showing how the debit side of the profit and loss account is shaping. Of 
course, comparisons with budget figures may be devised instead, but the 
main point is that accurate prompt information is supplied for the guidance 
of those responsible for making profits. 

One can offer the same comment about the actual construction of the 
profit and loss account and of the balance sheet. Are they of old-fashioned, 
stereotyped form, or are they prepared in such an effective way that the 
real facts of the business and its operation are clearly disclosed? 

At this point may I say that the practical twist given to some of the 
questions in recent examination papers set by your Institute shows that 
some of your examiners are working along very sound lines. An invita- 
tion to a candidate to prepare a balance sheet in the form most suited to 
a particular business is a refreshing change from the old idea of expecting 
students to show a doglike devotion to conventional forms. 

May I offer the opinion that an efficient accountant will find ways and 
means of providing his business with the following major operating records 
in addition to those required for considerations of proprietorship and 
taxation. 

(a) A budget with regular progress reports upon results to date. 

(b) Sound costing systems devised by people who know the job. 

(c) Regular statistics on buying and selling, including analyses of pur- 

chases, stocks, sales and debtors’ accounts. 

(d) An expense control system linked to a monthly profit and loss 
account. 

(e) At least a quarterly report showing how balance sheet items are 
moving in relation to the last annual balance sheet, and to any 
budgets that may have been prepared. This refers particularly to 
finances, bank balances, and the investment of liquid capital in fixed 
assets. 


That is not a formula applicable to every business; it is, at least, a chal- 
lenge to those who are content with a narrower view of an accountant’s 
responsibilities and opportunities. 

I trust that you will appreciate the real purpose of this letter, which is not 
to criticise and to dogmatise, but rather to stimulate thought, discussion, 
and action, where possible. 


Mr. McCahon’s comments are pertinent and timely. There is 
unquestionably room for improvement in the relationship between 
the accountancy and the manufacturing or merchandising divisions 
of many businesses, and for the development of a higher degree 
of co-operation between the accountant and the executive officers. 

The complaint is frequently heard from accountants that the 
value of accountancy services is underrated by factory and sales 
managers, and that the office is regarded, with slightly veiled 
contempt, as a source of expense, contributing little or nothing 
towards the final success of the enterprise. Too often the result 
of such an attitude is that the management is hampered by the 
supposed lack of vital information which lies hidden in the 
accountant’s files, or which has been prepared and presented in 
such a form as to obscure its real meaning and destroy its value. 
Instances are not unknown in which a factory manager, impatient 
of the conventional forms of accountancy, has set out to prepare 
his own costing and statistical data, with limited technical and 
mental equipment for what should be a specialised job. As every 
accountant knows, such attempts are apt to be productive of dupli- 
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cation of expense, and to involve grave risks of error in the cost 
records. 

For this unfortunate state of affairs, accountants themselves 
must accept part of the blame. Many accountants have taken a 
too-restricted view of their responsibilities, regarding themselves 
as being concerned merely with the preparation of final accounts 
at lengthy intervals and in conventional forms. If the intervals 
between the preparation of these accounts have been so great as 
to render them useless for the control of current costs, expenses 
and profits, or if the form of the accounts, when prepared, has 
been determined entirely by technical conventions, many of which 
have long since outlived their usefulness, then the accountant has 
not shown himself to be seriously concerned. Naturally, then, in 
such cases, not only does the accountant misunderstand his true 
position in management, and underrate his capacity for assist- 
ance to the other executive officers, but those officers fail to appre- 
ciate what they have a right to expect from their accountants. 

This is, of course, not universally true. Mr. McCahon points 
out that in retail merchandising a high degree of understand- 
ing and co-operation between managers and accountants has been 
reached. The lectures given in the series of which Mr. McCahon’s 
formed a part have shown that this is so. Some of those lectures 
have already been published in this journal, and others are to 
appear in the near future. They deal with many varied aspects 
of accountancy, but those who heard them will agree that they had 
one important element in common—the clear recognition of the 
fact that accountancy is not an end in itself, but a means to an end; 
that it exists for the sake of management, and not for the sake of 
accountancy. 

There are, doubtless, other fields of industry besides retail 
merchandising in which effect has been given to this principle. 
Some well-organised manufacturing concerns have learned to use 
their accounting equipment wisely, to entrust the accountancy 
department with the _ responsibility for collecting, sorting, 
analysing and interpreting all the statistical information that 
the management needs, and to have that information made avail- 
able to those who need it as and when they need it. 

It seems to us that two serious hindrances exist in Australia to 
the raising of accountancy to its proper status as a branch of the 
science of management. In the first place, despite some incipient 
improvement in recent years, the text-books most commonly used 
by students of accountancy show an almost entire neglect of the 
interests of managers. Financial accountancy, as it has come to 
be called by American accountants, has been preoccupied with the 
interests of proprietors, and in this respect has reached a pin- 
nacle of perfection. But on such matters as the scientific classi- 
fication of ledger accounts, the technique of dissection and the 
art of comparison the typical accountancy text-book is silent. Yet, 
without a knowledge of these elements, no student can be said 
to have grasped the fundamental principles of modern accountancy. 
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In the second place, in those businesses in which accountancy 
has been fully developed, the accounting function has become 
highly specialised. Technical matters, worked out very often by 
a tedious process of trial and error, have been developed to fit 
the needs of an individual organisation. The lessons learned by 
painful experience in those organisations have not reached the 
accountancy world in general. Hence the nature of the training 
which an accountant receives in practice is determined very 
largely by the pitch to which accountancy has been raised in the 
particular business in which he is engaged. 

The decision of the Victorian Division of the Commonwealth 
Institute to conduct a series of lectures on the accounting prob- 
lems of a particular industry (to which, by the way, several mem- 
bers of the Federal Institute contributed) was a recognition of 
these weaknesses in the facilities available to students and prac- 
titioners of accountancy thoroughly to master their subject. It is 
to be hoped that the experiment will be continued, and that other 
branches of industry will be similarly covered in future series of 
lectures. 

The field to be covered is enormous, and the work will take 
some considerable time. This reflection leads us to hope that it 
might be possible to use the columns of the journal to assist in 
the process of disseminating information on modern account- 
ancy problems. Amongst our readers there are certainly very 
many who could contribute valuable material, descriptive of the 
accountancy methods operated by them. Amongst our year-end 
correspondence there has been an unusually large number of 
expressions of appreciation of the quality of the journal, and, 
what we prize even more, many constructive suggestions for its 
improvement. Several of these criticisms express the hope that 
the purely accountancy side of the journal will be strengthened. 
We confess that we fully share the belief that the journal would 
thereby be made much more valuable to the great majority of its 
readers. We have previously issued invitations to our readers 
to contribute articles of the desired nature, but have been so far 
disappointed at the results. Possibly the publication in recent 
issues of the articles on specific accounting systems and of speci- 
fic aspects of retail accounting may inspire others of our readers 
to contribute. We need more contributions of this character, 
and we shall be glad if our readers will help us in developing 
this feature of the journal, and so contribute to the very well- 
worth-while effort to improve the current standard of account- 
ancy practice by a co-operative effort. 
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Articles in Overseas Accountancy Journals 


Noteworthy articles appearing in the overseas journals received 
since our last issue include the following: 


The Accountant 
October 30, 1937: Observed Variations in Form and Presenta- 
tion of Business Profit and Loss Accounts (continued in the 
issue of November 6, 1937) ; an examination by A. Adamson, 
“as a separate study in accounting technique, various methods 
used in practice of presenting accounts.” 


November 6, 1937: The Conception of Taxable Income, lead- 
ing article commenting on two papers by Professor R. G. H. 
Smails and Professor Irving Fisher: Economic and Account- 
ing Concepts, by Professor R. G. H. Smails. 


November 13, 1937: Some Notes on Railway Cost Accounting, 
by Vernon Summerfield. 


The Canadian Chartered Accountant 
November, 1937: The Financial Statements of Grain Exporters 
and Shippers, by William Aitken: The accounts of an Auto- 
mobile Distributor, by V. Randolph Clerihue. 


The Incorporated Accountants’ Journal: The History of Account- 
ing Machinery, by Roland W. Gleason: Profits on Re-sale in 
Relation to Income Tax: Waiver of Directors’ Fees: Recent 
Developments in Budgetary Control, synopsis of a paper by 
Edmond S. La Rose, read at the Fiftieth Anniversary Cele- 
brations of the American Institute of Accountants: Public 
Accountancy in the United States, by Norman E. Webster. 


The Accountants’ Journal (Wellington) : 
October, 1937: Contingent Liabilities Under Leases in Bank- 
ruptcy and Winding Up: The Operations and Accounts of 
Permanent Building Societies, by J. S. Butler. 


The Controller (the journal of the Controllers’ Institute of 
America) : 


October, 1937: How Companies May Make Statements More 
Illuminating to Stockholders, by Carman G. Blough, Chief 
Accountant to the Securities and Exchange Commission. 


The Dairyman, the official journal of the Retail Dairymen’s Asso- 

ciation, contains, in its October, November and December 
issues, a series of articles by P. W. Marsland, A.1.c.a., on a 
standard system of bookkeeping suitable for retail dairymen. 
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Readers’ Questions and Replies 


CHEQUES AS VOUCHERS 


A Burnie correspondent raises the question of what procedure 
an auditor should adopt in those instances (such as auctioneers, 
butter factories, etc.) in which it has become the practice not to 
obtain receipts for disbursements, but to rely on the paid “to 
order” and not negotiable cheques as vouchers. 

Answer: 

A satisfactory voucher should provide evidence of (a) the fact 
that the expenditure has been properly incurred, and that the 
account was, in fact, payable to the recipient, and (b) that it has 
been paid to the proper person. A paid cheque is, in itself, no 
evidence of the propriety of the expenditure, so that unless the 
paid cheque is supported by collateral evidence, such as an account 
from the creditor, or a copy of an account sales, which has been 
subject to an adequate internal check, it does not meet the first 
requirement of a satisfactory voucher. 

As to whether it meets the second requirement, namely, that it 
provides evidence of payment to the proper person, it should be 
remembered that, by Section 65 of the Bills of Exchange Act, both 
the collecting banker and the paying banker are protected against 
loss caused by forged endorsements, so long as the cheque is paid 
without negligence and in the ordinary course of business. The 
fact that a cheque payable to order, and crossed not negotiable, 
has been paid, and purports to have been endorsed by the person 
in whose favour it was drawn, does not, therefore, provide con- 
clusive evidence that it was paid to that person. 

It is thought, therefore, that an endorsed “to order,” not nego- 
tiable cheque should be accepted as a voucher only when satisfac- 
tory collateral evidence is produced of the propriety of the pay- 
ment, and then only with reservations as to the authenticity of the 
endorsement. In those instances, such as those quoted by our 
correspondent, where regular receipts are difficult or impossible to 
obtain, it may be the practice to rely upon the paid cheques as evi- 
dence of payment, but, to protect himself, the auditor should point 
out to his client the risks involved in such procedure, and should 
have a clear understanding as to the limitation of his own respon- 
sibility in the matter. 
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Correspondence 


OVERHEAD AND ONCOST 
The Editor, The Australian Accountant 


Dear Sir,—Mr. R. Adamson evidently desires to continue this 
correspondence because I took him to task for his statement that 
the efficiency of a costing system was to be gauged by the degree 
to which actual indirect expenses were absorbed in the cost of 
jobs. I quoted Professor J. M. Clark’s definition of “Overhead 
Costs” and, in view of the angle from which the discussion is now 
being conducted, it will be desirable to quote the words which 
immediately follow his definition. 

“And most of the real problems involve one other fact; namely, 
that an increase or decrease in output does not involve a pro- 
portionate increase or decrease in cost. There is a great deal of 
complexity in the attempts that are made to trace the untraceable 
costs or to assign them on some rational basis, or to discover the 
true added costs of added business, but at the bottom of most of 
these complexities lies a fact which is simple. That fact is unused 
productive capacity or capacity of which full advantage is not 
taken. ‘Idle Overhead,’ that great industrial sin, is simply the 
expense side of this unused capacity.” (Studies in the Economics 
of Overhead Costs, p. 1.) 

If, as Mr. Adamson states, a number of Australian cost account- 
ants are endeavouring to charge the total expenses to jobs and 
“they measure the efficiency of their costing system by the extent 
of the difference between the total of these oncost charges to jobs 
in a given period and the total of the actual expenses incurred 
in that period” then I suggest that the functions of cost account- 
ing are not fully understood. 

In the expenses which must be applied to costs indirectly, there 
are generally some elements which do not respond to changes in 
the volume of activity and, in consequence, the indirect costs per 
unit become greater as the volume of production falls. Mr. 
Adamson infers that the total expenses, including the “fixed” 
items, should at all times be charged to the production of a given 
period, whatever its amount, so that there may be no discrepancy 
between the actual expenses and the amount taken up on job cost 
sheets. 

I take the view that, whilst such a practice may be an interesting 
arithmetical exercise, it may serve no useful purpose; in fact, it 
may mislead a management into the adoption of a policy which 
is detrimental to the business. If I err in taking this view, I do 
so in most excellent company. 

It is essential for a practical cost accountant to understand 
the behaviour of costs under varying volumes of activity, and he 
is, therefore, concerned not only with the average cost of units 
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but also with the differential cost of added units. If a business 
is working under full capacity, any additional volume which will 
cover the added costs of producing it and contribute something to 
the fixed costs can be taken with advantage so long as it does not 
interfere with the business already being done. If administrative 
decisions are to be based on the average actual cost of units, 
business may be declined because the price available may not be 
sufficient to cover the average costs, whereas the acceptance of the 
order may increase the total profit of the business (or reduce the 
loss) because it is more than sufficient to cover the differential 
cost. A falling volume of activity would result in continually 
rising average costs of units and business endeavour would be 
nullified by an insistence that each order taken should cover the 
average cost. 


Costs are determined in terms of units for specific purposes, 
namely— 
1. The establishment of selling prices ; 
2. The determination of profitable lines; 
3. The control and valuation of stocks; and, 
4. Comparing and measuring the efficiency of operations. 

For all of these purposes, the cost of producing goods must be 
separated from the cost of unused capacity, and such is one of 
the important functions of cost accounting. The practical cost 
accountant endeavours to accomplish this by applying the indirect 
costs to the units of product on the basis of “Normal Capacity,” 
which results in each unit receiving an expense charge based on 
the operation of the plant at an efficient level. Each unit bears 
the variable cost of producing it plus a non-varying share of the 
“fixed” costs. The difference between the actual expense for a 
given period and the amount so absorbed into the cost of the goods 
is the cost of unused capacity. 

The efficiency of a costing system is, therefore, not to be gauged 
in the manner suggested by Mr. Adamson. A difference between 
the two totals may be the result of a highly efficient costing system 
disclosing the inefficiency of the business. 

I regret that this correspondence has continued at a time when 
Mr. Adamson is laid aside by illness, but, in all sincerity, I hope 
that he will be quickly restored to health and strength so that he 
may fire the last shot in this battle of words. 


Yours faithfully, 
L. A. ScHUMER. 
Melbourne, 28/12/37. 
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5 “BLANKET” DEPRECIATION RATES 

4q The Editor, The Australian Accountant 

a : 
fl Dear Sir,—Regarding a letter by your correspondent A.B., in 


™ December issue, in which reference is made to depreciation of a 
| motor vehicle. If it is not practicable for A.B. to have a plant 
register for all plant assets, I see no real difficulty in setting up 
a register for motor vehicles. 

If this was done, every vehicle would have its history completely 
recorded. 

The method of depreciation should be cost price, less estimated 
residual value, divided by estimated mileage of each vehicle. De- 
preciation of motor vehicles then would be charged as it occurs, 
viz., according to miles run. Regularity of charges from Depre- 
ciation Reserve could continue as before. 

There are other methods, but this is the simplest. 


Yours faithfully, 


Fads 
Port Melbourne, 29/12/37. 





N.S.W. COMPANIES ACT 
The Editor, The Australian Accountant 


Dear Sir,—The drafting of Section 78, Sub-section (b), of the 
| N.S.W. Companies Act of 1936 is worthy of investigation. 
| The sub-section referred to reads as follows: 

“(b) the date at which a person was entered in the register as 
a member.” 

Now, surely it is not expected that a company should perform 
such a physical impossibility, but the question is: “What would be 
the effect of 2 prosecution of the company under this section if the 
company failed to enter the date at which a member’s name should 
have been entered in the register.” The Act does not state that 
the person’s nam: must be entered, but that the person must be 
entered. Would a Judge interpret the Act strictly in accordance 
with its wording? I should say he must, as, being a statute, he 
cannot use his own interpretation, but must administer the Act 
strictly in accordance with its wording. 

Yours faithfully, 
P. C. BRENNAN, F.F.1.A., F.F.C.A. 

International Correspondence Schools, 

Sydney, 3/11/37. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 





THE SIGNIFICANCE OF TAXATION 


The Bank of New South Wales has issued a most interesting 
circular under the above heading. Both as to form and content 
the circular is particularly recommended to those members of the 
Commonwealth Institute Study Groups engaged in the preparation 
of essays on taxation subjects. 

The circular, inter alia, points out that the extent to which any 
particular tax is good or bad is dependent in part upon the other 
levies with which it is associated. “A high Customs duty, for 
example, on an article of common consumption, such as tea or 
sugar, may seem very inequitable because of its severity on those 
with low incomes. But when it is considered along with a steeply 
progressive income tax, which the poor man escapes altogether, 
its unfairness appears to be greatly reduced.” 

On the day this circular was published I was handed in the 
street a tract issued by the Douglas Social Credit Movement, 
which contains the following startling announcement : 


DO YOU KNOW that when you buy 


1 Ib. of tea for 2/-, you pay in taxation (approx.) .. .. 54d. 
6 pkts. of cigarettes for 3/- ,, 2 ” — 1/74 
2 oz. of tobacco for 1/10 _,, oa a i ha 1/1 
1 doz. of matches for 6d. __,, e " a 4d. 
2 pkts. of cigarette papers 6d. ‘ - pan ae 3d. 
6 glasses of ale for 3/- * 2 a Wit ks 1/- 
3 gals. of petrol for 4/9 _,, i - ae 1/104 


Tracts are of the salt of the earth. Their moving appeal almost 
always arouses the delectable emotions of anger or enthusiasm; 
the facts. being printed, are always correct, as every newspaper 
reader knows, and, prior to these dull hygienic days, the size and 
quality of the paper had a high utility value in meat wrapping and 
the like. 

The iniquity of the indirect taxation revealed by the tract will 
be clearly illustrated by the following comparative table: 


Time in which Index Number 


Commodity of Dis- 

Duty Consumed satisfactions 
Pe 6s ice “ae we oe 1 month 100 
6 packets cigarettes .. .. 1/74 1 day 10.636 
6 glasses ale .. .. .. .. 1/f— 1 hour 157,090 


The timeous factor appearing in the second column has been 
carefully compiled from personal records. It will be seen that the 
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burden on cigarette smokers is 106 times as great as that on tea 
drinkers, whilst the burden on beer drinkers is 1,570 times as 
great. The dissatisfactions of an opium smoker, as compared with 
a tea drinker, can only be measured in light-years. 

The explanation of this extraordinary disparity does not lie 
solely in the fact that China gave us tea, whilst we gave China 
opium. 

A more satisfactory solution is to be found in Mr. Norman 
Douglas’ great novel, South Wind: 

“Among other things, they (the English) pride themselves on 
their immunity from vexatious imposts. Yet whisky, the best 
quality of which is worth tenpence a bottle, is taxed until it costs 
five shillings; ale, the life-blood of the people, would be dear at 
threepence a gallon, and yet costs fivepence a pint; tobacco, which 
could be profitably sold at twopence a pound, goes for fivepence an 
ounce. They will submit to any number of these extortions, being 
persuaded, in the depths of their turbid intelligence, that such things 
are devised for the good of the nation at large. That is the Eng- 
lishman’s method of procuring happiness: to deny himself pleasure 
in order to save his neighbour’s soul. Ale and tobacco are com- 
modities out of which a man can extract pleasure. They are, 
therefore, appropriate objects for harassing restrictions. But 
nobody can extract pleasure out of lucifer matches. They are, 
therefore, pre-eminently unfitted for exploitation as a source of 
governmental revenue.” 





PARTNERSHIPS 


[1] For the purposes of Commonwealth income tax a partner- 
ship means an association of persons carrying on business as part- 
ners or in receipt of income jointly, but does not include a com- 
pany: S.6. Thus joint tenancies, tenancies in common, and joint 
ventures are included in the definition. 

[2] A partnership is required to furnish a return of the income 
of the partnership, but, except in the special circumstances men- 
tioned in [17], the partnership itself is not liable to pay tax on such 
income: S. 91. The partnership return must set forth a full and 
complete statement of the income derived by the partnership during 
the year of income. Regulation 13 requires the return to be made 
and furnished by the partners resident in Australia, or by any one 
of them. When there is no partner resident in Australia, the return 
is required to be furnished by the agent in Australia for the part- 
nership: R. 13 (2). 

[3] The partnership return must set forth the assessable income 
derived by the partnership, together with all allowable deductions 
from such assessable income. If the assessable income exceeds such 
deductions, the surplus is described as the “net income”: S. 90. 
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If, on the other hand, the deductions exceed the assessable income, 
the deficiency is termed a “partnership loss’: S. 90. In calculating 
such net income or partnership loss, the concessional deductions, 
the statutory exemption and partnership losses of previous years 
are not allowable deductions: S. 90. 

[4] When the final result of the partnership transactions for the 
income year has been ascertained, each partner’s share of the 
resultant net income or partnership loss is calculated, and is shown 
in the statement provided in the form of return. These shares are Q. 
then transferred to the partner’s individual returns. 

5] Section 92 provides that the assessable income of a partner 
shall include his individual interest in the net income of the partner- 
ship of the year of income, and his individual interest in a partner- 
ship loss incurred in the year of income shall be an allowable Q. 
deduction. 





Example (a): Where there ts a partnership net income. 


Personal 
Exertion Property 

















Partnership Return Income Income Total 
£ £ £ As: 
Assessable income .. .. .. .. .. .... 2,700 500 3,200 All 
Allowable deductions .. .. .. .. .. .. 800 100 900 
—_—_  ——. on Pat 
Net income of partnership before deduct- . s 
ing partner’s salary .. .. .. .. .. .. 1,900 400 2,300 
| R 
Distribution : : 
P< ke ae oo de 
3/5ths of remainder 
£2,300 — £600 = 
sf Sa 1,380 240 1,620 
0 eae eee 
2/5ths of £1,700 .. .. 680 520 160 680 
samaian » 4 
1,900 400 2,300 
P.’s Return: 
Personal assessable income . . ie — 600 600 Per: 
Interest in partnership net income .. .. —_‘1,380 240 1,620 
ee Les: 
J.’s Assessable income .. .. .. .. .. 1,380 840 2,220 Pers 
Concessional deductions .. .. .. .. .. 150 — 150 


P.’s taxable income .. 
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Q.’s Return: 


Personal assessable income .. .. .. .. 
Interest in partnership net income .. 


Q.’s assessable income .. 
Statutory exemption 


£250 — 5 


680 — 250 


Q.’s taxable income .. .. .. .. .. 
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Personal 






Exertion Property 


Income 


£ 


520 





520 


520 





Example (B): Where there ts a partnership loss. 


Partnership Return 


Assessable income .. .. .. .. .. 2... 
Allowable deductions .. .. .. .. .... 


Partnership loss, not including partner’s 
DET ac. ae Ga 04 40 oo 40 


Distribution: 


R. Loss as above .. .. 
Add: R.’s salary .. 


2/3rds of £912 = 
Less: Salary .. 


S. ifaed of £912 = .. .. «. 


R.’s Return: 
Personal assessable income .. 


Less: Partnership loss .. 


£600 
312 





£912 


£608 
312 





Personal allowable deductions ve 





R.’s taxable income .. .. .. .. 2. we ee 


Personal 
Exertion 
Income 


4,600 
5,200 





600 





Income 


160 


160 





rN 
uw 


Property 
Income 


Nil 





Total 


Nil 
680 


680 








296 
304 


600 


2,000 





296 
400 





696 
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[6] The first point to observe in the above examples is that the 
partnership income retains its character. If the partnership income 
from property in example (a) were dividends, then P.’s share 
thereof, £240, would be rebateable in his hands, in accordance with 
the provisions of S. 46, ie., at 1/- in £, or P.’s property rate, 
whichever is the less. Again, if the personal exertion income were 
income from primary production, the averaging provisions would, 
subject to Division 16, apply to the individual assessments of the 
partners: S. 157. 

[7] The second point that arises is the treatment of partner’s 
salary. The Act is, unfortunately, silent on this subject. In the 
examples which appear in [5] the partner’s salary is not included 
among the allowable deductions of the partnership, but is in- 
cluded in the distribution statement. Exactly the same result would 
be achieved if the salary had been claimed as a deduction: 


Example (a) 


Assessable income of partnership .. .. .. .. ... £3,200 
Allowable deductions, including P.’s salary, 
(BRA ee 
Net income of partnership .. .. .. .. .. .. .. £1,700 
P.’s assessable income will include: 
Salary—from partnership .. .. .. .. .. .. £600 
Share of net income, 3/S5ths .. .. .. .. .... 1,020 
I er es 


[8] If the adjustment in respect of salary is made in the distri- 
bution statement as in [5], it is advisable to show therein full 
details as to how the £1,620 is made up. If the Department 
should make any adjustment of the partnership income, the dis- 
tribution statement will require to be altered accordingly, and unless 
the Department is aware of the details of the composition of the 
partners’ shares of the net income, confusion will arise, and the 
partners will be incorrectly assessed. 

[9] It has been assumed that the whole of P.’s salary in Example 
(a) [5] relates to the income from personal exertion. This may 
not always be the case. If this result is desired, the partnership 
agreement should expressly provide that the partners’ salaries shall 
in the first place be chargeable against, as in [7], or appropriated 
out of, as in [5], income from personal exertion. The partners 
may, on the other hand, desire that their salaries shall be appor- 
tioned between income from personal exertion and income from 
property, in which case it would be preferable that the apportion- 
tionment should be made on the basis of the net income from those 
sources. This is one of the minor points which calls for attention 
in the preparation of the deed of partnership. 
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[10] In Example (b), appearing in [5], it has been assumed 
that R. was entitled to a salary of £312, even though the partner- 
, ship has sustained a loss for the income year. This is by no means 
} always the case, as the agreement may provide that partners’ 
salaries are only payable in the event of profits being made. If R. 


Eat beh 





, | is entitled to the salary in any event, it is immaterial whether it be 
_ | charged against, or appropriated out of, the partnership income: 
- =) Example (b) 
. & Assessable income of partnership . oo oo oe SAG 
. &| Allowable deductions, sats R's ‘salary of 
A i i ST er 
; Net partnership loss .. .. .. .. .. .... ..-. £912 
R.’s share thereof is s 2/3eds Pee 
: Less: Salary .. ‘ ee ee ae 312 
. Net loss, as in [5] .. .. .. .. cee ce ee es) £296 


[11] It sometimes happens, particularly in professional busi- 
nesses, that a junior partner receives a salary and a small per- 
centage of the profits. In the event of a loss the partner referred 
to continues to receive the salary, and bears no share of the loss. 


Sp pablateiaslaatet aaainat 


cet 


Example (c) 


A. and B. are partners. B. receives a yearly salary of £520, 
whether there be a profit or a loss. In the event of a profit, B. is 
to receive 10 per cent. thereof. 


- Assessable income of partnership .. .. .. .. .. £4,000 
: } Allowable deductions, including B.’s salary .. .. 6,200 
l A 

d perce 
= : PP EU cs Ga 46 ce 66 oe we on. 4e wae ee 
ss CU 
e Ff 


) A. will be entitled to a deduction of the £2,200, and B.’s assess- 
able income will include £520. 
= [12] Interest on a partner’s capital should be treated as an appro- 


oe, 


le ; priation of profit. The partnership deed usually provides for 
4 interest on capital where one partner contributes more than 


ioe another, or where one of the partners contributes the whole of the 
d capital. As in the case of partners’ salaries, it is considered that 
| interest on capital is a method of adjusting the individual interest 
of the partners in the net income of the partnership, and the 
remarks contained in [7] to [11] apply, mutatis mutandis, to such 
} interest, details of which should appear in the distribution state- 





= 
wn 
Saas eat a 





“A _ ment for the reasons explained in [8]. 
“ 5 [13] If the income of the partnership is derived from personal 


exertion, it is considered that the individual interest therein of each 
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partner, including any sum representing interest on capital, is also 
income from personal exertion in the hands of the partner. 

[14] On the other hand, it is thought that interest on advances 
to the partnership by a partner, as distinct from interest on his 
capital, is an allowable deduction in calculating the net income or 
loss of the partnership, S. 51 (1), and is assessable in the hands 
of the lender as income from property, unless such partner’s 
principal business consists of the lending of money, or unless the 
interest is received in respect of a debt due to him for goods sup- 
plied or services rendered by that partner in the course of his busi- 
ness: S. 6—definition of “income from personal exertion.” The 
position set out above is believed to be the same even if such interest 
is contingent upon profits being earned by the partnership. 

[15] Drawings by a partner are not brought into account in 
calculating his individual interest in the net income of a partner- 
ship or in a partnership loss. 


Example (d) 
Y.’s Account in Partnership Books of Y. and Z. 


To Drawings .. .. .. £1,000 By Capital... .. .. £5,000 
Interest on draw- ,, Interest on capital 250 
he, ae aw. 93 Te gg EE 2% nib 04 a0 400 

, Balance c/d..... 5,520  ,, Half-share profits 900 
£6,550 £6,550 


Assuming there is no adjustment of the profits for taxation pur- 
poses, Y.’s total interest in the net income of the partnership is 


£ 1,520. 


ees GUN GE 3. 5. ks ke kw ce ee ee os) GD 
TG Sia ab ha oe ee 2G oe Me eka ae 400 
ED a Gale wa wa wd KA -e ye oa. ee SN 900 
£1,550 
Less: Interest on drawings .. .. .......... 30 
£1,520 


Although Y. has only drawn £1,000 during the income year, he is, 
nevertheless, assessable in respect of £1,520, and this sum only 
would be included in his assessable income even if his drawings had 
exceeded £1,520. 

[16] As illustrated by Example (b) in [5], a partner’s individual 
interest in a partnership loss incurred in the year of income shall 
be an allowable deduction in that partner’s assessment: S. 92 (1). 
Section 92 (2) provides that the exempt income of a partner shall 
include his individual interest in the exempt income of the partner- 
ship of the year of income. The reason for this sub-section is that 
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S. 80 provides that a loss shall be deemed to be incurred in any year 
when the allowable deductions from the assessable income of that 
year exceed the sum of that income and the net exempt income of 
that year: 


Example (e) 
T.’s share of partnership loss (excluding part- 


nership exempt income) .. .. .. .. .. .. .. £1,900 
T.’s individual net income .. .. .. .. .. «. «. 400 
BUOORS OE GOGTIIOMS 0.5 oocc 00 ce 0s 20 00 ce Me 
Deduct T.’s share of partnership exempt .. .. 100 
£1,400 


T. is entitled to a deduction of the £1,400 from his assessable 
income of subsequent years in accordance with, and subject to, 
the limits imposed by S. 80. As the partners are permitted to 
carry forward their share of partnership losses in their individual 
assessments, no deduction is allowed in respect of partnership 
losses of previous years in calculating the net income or loss of the 
partnership itself: S. 90. 

[17] Section 94 provides that where a partnership is so consti- 
tuted or controlled, or its operations are so conducted that any 
partner (hereinafter called the “nominal” partner) has not the 
real and effective control and disposal of his share of the net income 
of the partnership, the Commissioner may assess the additional 
amount of tax that would be payable if the share of the nominal 
partner had been received by the other partner (hereinafter called 
the “dominant partner”), and had been added to and included in 
the dominant partner’s assessable income, and the partnership is 
liable to pay the tax so assessed. 

[18] If there are two or more nominal partners, S. 94 provides 
that the Commissioner may assess the additional amount of tax 
that would be payable if the shares of all such nominal partners in 
the net income of the partnership had been received by the domi- 
nant partner. 

[19] If there are two or more dominant partners, the Commis- 
sioner may assess the additional amount of tax that would be pay- 
able if the share or shares of the nominal partner, or partners, in 
the net income of the partnership had been divided between the 
dominant partners in proportion to their respective interests in 
the partnership. 

[20] Although the provisions of S. 94 are not restricted to part- 
nerships between relatives, this is the class of partnership against 
which the section is aimed, particularly those between a husband 
and his wife and/or children. 

[21] Section 94 may be applied where the partnership is so con- 
stituted or controlled, or its operations are so conducted, that one 
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or more of the partners has not the real and effective control and 
disposal of his, her or their share of the partnership income. A 
partner shall be deemed not to have the real or effective control 
and disposal of any money received by him which is applied to 
meet the private or domestic obligations of any other partner: 
S. 94 (3). 

[22] The foregoing provisions may be illustrated by the follow- 

ing examples : 

(a) A husband, who carries on a business, forms a partnership 
between himself and his wife and infant children, profits to 
be shared equally. The husband remains in control of the 
business, receives all moneys, signs all cheques, and although 
the wife and children are credited with their share of the 
profits of the business, they are not permitted to draw any 
portion of those profits without the dominant partner’s 
consent, even although the profits are available for distri- 
bution. The wife and children are not engaged in any of 
the work of the business. The dominant partner regu- 
larly draws from the partnership business, and hands to 
his wife, amounts required for the maintenance of his 
home, and debits the drawings account of each partner with 
a share thereof. In these circumstances the partnership 
would, in all probability, be regarded as fictitious, and S. 94 
would be applied. The section especially guards against the 
wife successfully claiming that she has the reai and effec- 
tive control and disposal of her share of the partnership 
income because she actually receives money from the funds 
of the partnership to meet housekeeping expenses. A hus- 
band is obliged by law to maintain his wife, and the money 
so received by the wife from the partnership is applied to 
meet the husband’s domestic obligations. 


(b) A father carries on a business. His two sons work in the 
business, and have reached the stage where they are capable 
of assuming a measure of control. A partnership is formed, 
in which the father and two sons share profits equally, and 
draw against these profits as and when funds are avail- 
able, each partner being empowered to operate on the 
partnership bank account, either jointly or severally. Here 
there is strong evidence that the partnership is bona fide, 
and it is extremely doubtful if it could be brought within 
the operation of S. 79. It is immaterial that one of the 
objects of the father in creating the partnership was to 
relieve himself from liability to income tax. The purpose 
for which the partnership was formed is not the deciding 
factor in determining its bona fides; the test under the 
Commonwealth Act is whether the sons, in the present 
case, have the real and effective control and disposal of 
their shares of the net income of the partnership, and this 
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may be so even though the control of the business is vested 
in the father. 


[23] The question as to whether a partnership is bona fide or 
fictitious is one of fact, and does not depend upon the opinion of 
the Commissioner. The execution of a partnership agreement, the 
registration of the partnership, the keeping of a separate banking 
account for the partnership, the tact that each partner can and does 
operate on such account, the keeping of proper accounts, including 
those relating to capital and drawings, the activities of the partners 
in the partnership business, are factors in determining the question. 

[24] Section 94 provides that where the circumstances therein 
mentioned exist the Commissioner may assess the additional 
amount of tax involved by adding the share of the nominal partner 
to that of the dominant partner, and thé partnership, not the domi- 
nant partner, is called upon to pay the tax so assessed. 


Example: 

A partnership exists between A and his daughter, B. The deed 
provides that A is to receive two-thirds of the profits and B one- 
third. The latter has not the real and effective control and disposal 
of her share of the net income of the partnership, and S. 94 is 
applied. The net income of the partnership is £2,700. The part- 
ners have no separate income, and there are no deductions. 


Assessment against A: 
£1,800 (being two- thirds of £2, nahin at 


10:90125d. in £ .. .. -m £0215 2 
Assessment against Partnership: 

£2,700 at 15-204375Sd.in £........ £171 Ol! 

Less: Tax payable by A .. .. 2. 00 oe oe 8115 2 

£89 5 9 

Assessment against B (S.94 (2)):.............. Nil 


The yield to the Revenue through the application of S. 94 is: 
Taxes payable as above: 
‘hoe we oe 44 WOO £81 15 2 
Partnership .. .. .. .. oo $5 9 £171 O11 
If B had been assessed the fol- 
lowing sums would have 
been payable : 
A on £1,800, as above. £8115 2 
B on £900 @ 6°598125d. 
a Oe Se ne ce ce Ge 24 14 10 £106 10 0 





Gain to Revenue .. .. .. .. £64 10 11 
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[25] A sum paid by an incoming partner for goodwill is not 
assessable in the hands of the recipient, and is not an allowable 
deduction to the payer. 





ESQUIRE AND THE AUSTRALIAN ACCOUNTANT 


C.P. (Moree, N.S.W.) writes: “I was delighted to read your 
refreshing advocacy of co-operation between Esquire and The 
Australian Accountant. The only doubt I have of its success lies 
in the possibility of the chaste readers of Esquire objecting to the 
coarse jokes contained in the Taxation Acts.” 





RECEIPTS BY PROFESSIONAL GOLFER FROM BETS 
ON PRIVATE GAMES OF GOLF 


A professional golfer, attached to a golf club, habitually engaged 
in private games of golf on handicap terms, principally with and 
against amateurs, for bets of varying amounts, and won sub- 
stantial sums throughout a period of ten years. 

Held that the winnings of the respondent did not arise from 
his employment or vocation, and that they were in no way analo- 
gous to gratuities for services rendered ; there was no organisation 
which would support the view that he was carrying on a business 
of betting on the private games of golf, and that the winnings were 
accordingly not assessabie. Down v. Compson (1937), 21 Tax 
Cas. 60. 





Adjustment of Particular Average Claims 
By J. A. L. GuNN, F.1.c.A. 


Particular average is the liability attaching to a marine insur- 
ance policy, in respect of damage or partial loss accidentally and 
immediately caused by some of the perils insured, to the particular 
interest insured which has arrived at the destination of the ven- 
ture, and has, therefore, paid freight, Customs duties, landing and 
other charges. 

The value of the sound goods to the consignee being their gross 
sound market value (including all the charges specified above), it 
follows that, to make an equitable comparison in case of damage, 
the damaged value must also include the freight, Customs duties, 
landing and other charges. The difference between these gross 
values (the gross sound value and the gross damaged value) is 
called the deterioration, which should be stated as a percentage of 
the gross sound arrived value. The liability of the underwriters 
on goods is this same percentage of the amount for which the goods 
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. in question are insured (insured value), to which survey fees, when 
. incurred, must be added.* 
Consequently, if the assured desires to obtain full indemnity for 
his loss, he must insure the goods for the amount of their gross 
= sound arrived value. If the amount insured is less than this gross 
" sound arrived value, he will obtain a proportionately less amount 
T § in settlement of his claim. 
é > 
S ; SPECIMEN OF A PARTICULAR AVERAGE 
e FF ADJUSTMENT 
» ParTICULAR AVERAGE ON YARNS Ex A.B. (s.) A/c. Messrs. 
ikdeieidienvenedceenenwee Insured under Policy No....... 
for £230. 
S J. S. & 5 2438/2447,—10 bales of yarns of equal value, with 
the clause: 
d @ “Average payable on each bale if amounting to 3%.” 
d As per survey report, 2 bales, Nos. 2438/9, were landed dam- 
- |) aged by sea-water, and in order to ascertain the loss the bales were 
| sold by auction. 
» Bale No. 2438 
n ; The bale contains 40 bundles of the sound market 
3s value of 10/6 per bundle .. .. .. .. .. .. .. £21 0 O 
e Realised at auction, gross ................ 180 0 
NI in 04 Sa: 6a 00 sawn cnet ee A we © 
APPLICATION TO INSURED VALUE 
10 bales insured for £230. 
1 bale will be insured for £23. 
) If the sound value £21 lose £3, 
) The insured value will lose 1/7th of £23 . ~~ 4 3 9 
} Charges, auction, etc., applying to bale No. 2438 . 015 O 
 — Bale No. 2439 
d § The bale contains 40 bundles of the 
re sound market value of 10/6 per 
a j bundle .. .. .. aw ae eo | Se 
d ; Realised at auction, ‘gross ere a 5 
j —_——_— 
- ’ Deterioration .. .. .. .. .. 010 0 
1 & 
. 4 Carried forward £4 0 9 
“ 7 *e.g.—In case of sea damage to a parcel of goods insured for .. £110 
—— If the sound arrived value of the parcel in question cea ses 100 
: - and the damaged arrived value (or the auction iad of the s same is 90 
xt F we deterioration is .. . 10 
‘se 10% of the sound arrived value, and the claim on the ‘policy is 10% of 
is £110, the insured value, that is, £11. Had the goods been insured for £80 


the claim would have been £8. 
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Brought forward .. .. £4 0 9 

If sound value of £21 lose 10/-, the insured value of 

£23 will lose 10/11, but as the loss on this bale does 

not amount to 3% of the value of the bale, as re- 

quired by the clause in the policy, there is no claim 

on the underwriter. As the claim on this bale does 

not amount to the required percentage, no charges 

in respect of same are claimable. (3% on the 

insured value of £23 is 13/10). 


EN oo Sik ay On 0 DRAM eA HS O4 88 88 1 1 0 
TUS 8 ao ed aid yidiw ona ala £5 i ¢ 


Note——The above is furnished merely as a specimen of how 
a claim for sea damage would be adjusted under a policy with 
average recoverable (W.A. or A.R.). In the example given the 
average is stated to be payable on each bale. In actual cases the 
average may be on each 5 or 10 bales, cases, etc., and the per- 
centage may be 3, 5, or 10, etc. In dealing with such cases, the 
series of bales, cases, etc., stated in the policy is treated as one lot, 
and the percentage applied as in the case given above. 





Soap Manufacturing Costs 


Precis of a Lecture given under the Auspices of the Australasian 
Institute of Cost Accountants (S.A. Division) 


By G. R. Topp, A.c.A.A., A.F.1.A. 


A brief description of the process of manufacture is necessary 
to enable one to follow easily the system of costing used in this 
class of business. 

From raw materials to the packed article the process is con- 
tinuous, one operation following the other, with all unnecessary 
labour and handling eliminated. 

Starting at the tallow floor, with its steam-heated digesters and 
suchlike vessels, used for extracting tallow from fats and bones, 
the bleaching plant and settling tanks, we go up one floor to the 
soap-boiling pans. These pans hold an average of eighteen tons of 
soap mixture. The mixture is run into the crutching machines, 
where soda ash, and in certain instances a filler of silicate of soda, 
is thoroughly mixed into the soap base. These machines are situ- 
ated underneath the pans and above the ground level. From the 
crutchers the soap is run off into a cooling tank until sufficiently 
cooled to be run into frames. The frames are on wheels, and have 
removable sides and ends, and hold about twelve hundredweights 
of soap. The soap remains in the frame until it is quite cold and 
solid. The sides and ends are then removed, and the block cut 
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into slabs, then into bars. The bars go through a drying-room to 
take out all excess moisture. The soap is ready for wrapping and 
casing. The cased soap is then transferred to the warehouse. 

Toilet soaps are manufactured in much smaller quantities than 
laundry soaps. The soap mixture is run from the pans into a 
machine which cools and shreds the soap on to a broad conveyor 
belt which runs through a huge drying apparatus and deposits the 
shreds in a bin at the base of the drier. The shreds are then put 
through a heavy rolling machine, which thoroughly mills the soap, 
and into the mixing machines, where perfume and colouring are 
added. Again through the rollers and into the plodding machines, 
where, under extreme pressure, the fragments of soap are con- 
verted into solid soap and forced through a die, which controls the 
size, in bar shape. The bar as it comes from the machine is cut 
into suitable lengths, and by hand machines stamped into round, 
oval, square or oblong tablets. After wrapping and packing in 
cartons, the soap is then transferred to the warehouse. 

The factory is divided up into “locations,” which cover each 
particular operation carried out, for instance, tallow melting out, 
caustic and silicate melting, pan room and lye storage, mixing and 
crutching, framing and stripping, soap cutting, stamping and pack- 
ing, etc. 

On the operating return of the locations are charged: 

Fixed Charges.—Plant, buildings. 

Current Charges.—Wages, supplies, maintenance, repairs and 
renewals, steam, power, salaries and miscellaneous. 

The fixed charges on plant and buildings is the proportionate 
amount of depreciation, rates, insurance, etc., applicable to that 
particular location. 

Current charges consist of the amount of wages, etc., chargeable 
to the location. 

The recovery of the cost of the locations is based on the output 
of each location. 

Following the operating return, the production accounts are 
prepared, consisting of the base, manufacturing and packing 
accounts. 

Incorporation into Financial Records—To the works account in 
the private ledger are charged all items relating to factory—raw 
materials, wages, salaries, rates, taxes, insurance, depreciation, 
etc. The corresponding account in the works ledger is the head 
office account. The balance of the works account at the end of the 
quarter represents stocks on hand and cost of production of the 
various lines. The costs are transferred to the trading accounts 
in the private ledger in this manner. Packed cost of goods accord- 
ing to the packing account of the goods transferred to warehouse, 
then distribution, selling expenses, advertising and factory admin- 
istration. On the credit side are sales for the quarter and closing 
stocks. The balance of the account is the profit or loss, and is 
transferred to profit and loss account 
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Budgeting.—Pro-forma accounts of sales and profits are pre- 
pared for the next financial year. In this case accounts are balanced 
quarterly, so quarterly pro-forma accounts are also prepared. An 
estimate of costs sheet is made out for each line manufactured. The 
figures are obtained from actual costs, and adjusted as circum- 
stances require. The object of this estimate of cost is to show the 
profit per ton of soap after advertising costs have been deducted. 
The various costs are collected on a sheet, which gives particulars 
of the selling price per unit, from which is deducted discounts, 
leaving net selling price. Against the net selling price is set out 
the cost ex works and distribution expenses, the balance being the 
gross trading profit. From this figure is deducted selling expenses 
and advertising, leaving the net trading profit. 

The estimated amount of sales of each line is obtained, allowances 
being made for special “drives” and special advertising schemes. 
These figures are collected on to a “totals” sheet, showing the total 
net trading profit. To the net trading profit is added revenue from 
property, such as housing, estates, etc. Deductions are expenses in 
the nature of interest, pensions, income tax, audit fees, dividends 
paid, etc., leaving the amount of the net profit for the year. 

The quarterly pro-forma accounts are prepared in the same man- 
ner. As each quarterly balance takes place, the pro-forma figures 
are carefully checked with the actual figures, and any discrepancies 
enquired into. The yearly pro-forma accounts have then to be 
adjusted according to the differences between the actual and the 
pro-forma quarterly accounts. 





Audit of Friendly Societies in Queensland 


DEPUTATION TO THE REGISTRAR 


On December 3, a deputation from the Accountants’ Joint Com- 
mittee, consisting of Messrs. G. G. Wright (Commonwealth Insti- 
tute of Accountants), G. K. Seabrook (Federal Institute of Ac- 
countants), E. Heindorff (Association of Accountants of Aus- 
tralia), and E. G. Manson (Honorary Secretary) waited on the 
Registrar of Friendly Societies, Mr. G. Porter, to discuss a pro- 
posal that provision should be made in the Friendly Societies Act 
for the audit of account of Friendly Societies by qualified persons 
only. 

The deputation referred to the comments of Mr. Justice 
Brennan on the audit of the accounts of Friendly Societies and 
to the Registrar’s Report for 1936, in which the audit provisions 
of the Act were criticised. Mr. Porter drew attention to similar 
comments contained in the latest Report of His Majesty’s Chief 
Registrar of Friendly Societies in Great Britain, in which the fol- 
lowing paragraph appeared. 

Again the Report contains reference to a regrettable nuniber of cases 
in which defalcaticns have come to light as a result of the examination of 
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annual returns. In all these cases it will be observed that the societies had 
adopted the expedient of audit by two lay auditors, instead of employing one 
of the public auditors appointed under the Friendly Societies Act. During 
the last ten years defalcations have come to the notice of the Registrar in 
over 800 cases, involving an aggregate loss to the societies concerned of at 
least £200,000. In the hope of checking the evil, efforts have been made to 
induce societies and branches to employ the services of the public auditors, 
and there has been some response from the affiliated orders and the more 
enlightened societies generally. On the form of return itself lay auditors 
are warned that they should refuse to undertake the audit unless they are 
competent to perform the duty satisfactorily, but the large number of cases 
brought to light in which the most elementary precautions are omitted, result- 
ing in the prosecution of defaulters and of the auditors themselves, and in 
financial losses to the societies, shows that the mischief is not one which can 
be checked by advice or persuasion. Frequently it appears that auditors have 
appended their signatures without even troubling to read the warning in 
heavy type which is immediately above their signatures on the form of annual 
return. In the opinion of the Chief Registrar, it is not right that the good 
name of the friendly society movement as a whole should year by year suffer 
because a number of societies persist in employing as auditors persons who 
are unfitted to carry out their duties. As so large a number of societies and 
branches still refuse, not only to adopt the advice which has been given to 
them that they should employ public auditors, but in many cases persist in 
employing persons who do no more than sign their names, there are strong 
grounds for suggesting that the time has come when audit by public auditors 
should be made compulsory by legislation. This was done in 1913 in the 
case of industrial and provident societies at their own request, with satisfac- 
tory results. Building societies are required by statute to employ persons 
publicly carrying on the business of accountants, and collecting societies, 
which are registered under the Friendly Societies Act, are required by the 
Industrial Assurance Act 1923 to employ public auditors. There appears, in 
these circumstances, to be no reason for applying to other friendly societies 
a system of lay audit which was, no doubt, inevitable on the passing of the 
Friendly Societies Act of 1875, when audit was first made obligatory, but 
which in 1937 is out of date. 


Mr. Porter approved the principle that the audits should be 
conducted by qualified persons only, particularly the accounts of 
Central and District Executives, but expressed the view that it 
might be desirable to exempt Branch Secretaries with funds of 
less than £500 or those situated in remote parts of the State where 
members of recognized Institutes or other qualified persons are 
not available. 

Under the present Act, he had no power to insist on the appoint- 
ment of licensed auditors only, as it was open to any Society to 
appoint any two of its members. In his opinion, this power was 
often used to the detriment of the funds, by the appointment of 
persons totally unsuitable because of incompetency. In some in- 
stances, the appointments were made at very “thin” meetings. 

After a full discussion, it was decided to report back to the 
Accountants’ Joint Committee that it is considered desirable to 
seek the amendment of the Friendly Societies Acts to incorporate 
the provisions of the Trust Accounts Act regarding the audit of 
at least the accounts of Central and District Executives, to secure 
adequate audit fees, and to legislate for the more effective control 
of trustees and their duties. 
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It was generally agreed that it has become necessary to impress 
the “rank and file’ members of Friendly Societies with the fact 
that their funds would receive better protection if competent 
auditors were employed, and thus overcome the opposition that 
might be shown by those who find it expedient not to secure the 
services of efficient auditors. 

Mr. Porter was thanked for his courtesy in receiving the depu- 
tation and for his sympathetic attitude. 





Retail Accounting Procedure 
THE RECEIPT AND DISBURSEMENT OF CASH 


By R. E. GReGory, A.F.1.A., A.A.I.S. 


[One of a series of lectures on Retail Accounting Procedure delivered to 
the Victorian Division of the Commonwealth Institute of Accountants.] 


In any retail accounting system it is first necessary to appreciate 
the peculiar requirements of a retail store, and its difference 
from a wholesale or manufacturing concern. 

Firstly, you are dealing with the general public, who, although 
they can be trained up to a point, cannot be expected to understand 
and appreciate business methods. You are doubtless familiar with 
the system of dealing with cash sales in a wholesale house, where 
on receipt of the order three or perhaps four invoices are made out, 
the customer then being sent to the cashier with two copies to make 
the payment. The cashier hands back a receipted copy to the 
customer, who on producing it to the despatch section can then pick 
up the goods. Quite a good system; but can you visualize it in a 
retail store? 

Again, a large proportion of the turnover of a retail establishment 
is done within a few hours on certain days, and a speedy system 
is essential. Your system may have small flaws—they frequently 
have—but these must be overlooked as their rectification would slow 
down your service. How often, too, do you find that a flaw which 
may cause you a loss of say £100 a year, would cost treble that 
amount to eliminate. 

In common with all progressive businesses to-day a budget or 
plan of the operations is drawn up, and in order to compare the 
actual results with that plan the management requires the figures 
promptly from day to day. The figures presented by the accounting 
staff to the management must always be for the purpose of correc- 
tion if necessary, and not for a post mortem. 

Bearing these factors in mind, we now come to the actual system 
adopted, dealing in the first place with cash sales. 

There are two methods of dealing with these—by one of the 
many types of cash registers available or by the making out of a 
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docket or invoice. I will first deal with cash registers. Although 
there are many different types the principles are mostly the same. 
The first class of machine is a single drawer type that does not 
issue any docket or check, but merely adds the amounts and at 
the same time records them on a detailed strip. This class of 
register finds its use in such circumstances as confectionery or 
tobacco sales, that is where no receipt is required by the customer. 
It is also used in cafes, cafeterias, etc. Where it is used in a cafe 
there may be a cashier in attendance, and although there is only 
one total, by spacing the detailed strip and having a separate drawer 
for the relieving cashier their respective totals can be balanced. 
A further type of machine in this class will itemize different 
transactions. You are all familiar with going to the local grocer 
with your order, and at the completion of it he jots down the various 
items on the two pounds of sugar you may be purchasing and adds 
them up. Neither you nor he knows whether you have been charged 
too much or too little. This class of register overcomes this, as each 
individual item is struck on the machine and at the completion the 
total is shown on the docket together with all the individual items. 
The next class of machine is a single drawer type which issues a 
receipt or docket to the customer. This can be used where goods 
are taken in every case by the customer and further dissections are 
required. The machine has only one total, but it has four keys, 
which designate any particular type of transaction or any particular 
department; and a dissection of the detailed strip is necessary to 
get the separate totals for these items or departments. A more 
recent innovation is a machine which has only one cash drawer but 
will give four separate totals. In the case of an assistant selling at 
a bargain counter for more than one department, such a machine 
would obviate any further dissections. 

The next class of machine is what is known as docket printing 
multiple drawer equipment. Here you may have a separate drawer 
and total for each assistant as well as a grand or auditor’s total. 
If required these separate totals can be used for separate depart- 
ments instead of assistants. By using a special key the mechanism 
will over-print on a docket previously made out, which is necessary 
where goods are being sent. 

A further type of machine is one that has a cashier in attendance 
and has provision for up to nine departments and ninety-nine 
assistants. The sales assistant would take the goods and the money 
to this register and ring up the amount of the sale, the cashier 
behind would take the money and issue any change. Where there 
are several departments together a machine of this nature placed 
in a central position avoids the necessity of taking up too much 
valuable floor space with four or five machines. Frequently, how- 
ever, it is a disadvantage as the assistants have to walk too far, 
thus slowing down your service—the all-important thing in a retail 
store. The next question is the collection of the cash taken by the 
registers. As most businwsses to-day work on a bank overdraft 
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it is very necessary that money should be paid in as often as possible. 
The assistants are instructed to take bank notes from time to time 
to central cashiers placed in convenient positions around the 
store, who issue them with a receipt for the amount paid in, which 
the assistant places in her cash drawer and at the end of the day she 
treats this receipt in the same way as bank notes. Where there is a 
cashier in attendance on a machine the office arranges to go around 
from time to time during the day and collect any surplus moneys 
available, issuing a receipt in the same way. 

Every machine has a distinctive number, and small bags which 
have the same number stencilled thereon are available for each 
separate machine or cash drawer. One is for the “forward” or 
change, and this is received from the central cashier each morning 
in exchange for a metal disc also bearing a distinctive number. By 
the use of this disc the central cashier is enabled to see what money 
has been paid in or what money has been collected each morning. 
The use of this disc also ensures that no money is left lying in the 
cash register drawers overnight. 

Every evening the assistants or cashiers make up their “forward” 
and place it in its respective bag, placing the balance which repre- 
sents the takings for the day in another bag which they seal and 
hand to the central cashier, who issues them with their disc in 
exchange. The money is placed in separate cases which are locked 
and placed in the strong-room for the night. In the morning the 
case containing the takings is sent to the office counting house, 
while the other, containing the change or “forward,” is delivered 
to the distributing or central cashiers for distribution to the various 
assistants. Neither the assistant nor the cashier knows what amount 
they are supposed to pay in. The takings are counted in the count- 
ing house and entered on a small sheet suitably ruled, which shows 
the number of the register, the department and the cash paid in. 
(See Fig. 1—Counting House Cash Sheet.) 

We now come to the reading of the totals in the machines. The 
cash register staff come in before the store is opened each morning 
and reset and read each machine. Where a machine has separate 
totals these are reset, but in the case of single-drawer machines the 
amount is read only, and to get the day’s takings the previous 
balance must be deducted. The machines also give the number of 
transactions for the day, which is very useful for statistical purposes. 
Each machine has a separate audit total which can be reset only by 
the auditor. In most cases there is a Veeder counter attached 
which records each time the machine is reset-—thus guarding against 
any tampering by unauthorised persons. The details collected by 
the cash register office are entered on sheets similar to those of the 
counting house. (See Fig. 2—Register Daily Cash Sheet.) After 
the money has been counted and balanced these sheets are pasted 
together, and any differences short or over can be noted. 
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Figure 1—Counting House Cash Sheet. 


It is the duty of the Cash Register Office to follow up these 
differences and to try to ascertain the cause of them. Many are 
due to wrong registrations which must be properly cancelled and 
authorised by a responsible person. Reference to the detailed 
strip will also assist, as sometimes an assistant will ring an amount 
of 10/6 instead of 1/6, which can generally be verified. These 
sheets are finally O.Kd. by the Internal Auditor, who verifies them 
from his own independent readings, and follows up any serious 
shortages or overs. A separate record is kept by the Cash Register 
office of the total readings of each machine daily, as well as a 
progressive total, until the machine is reset. (See Fig. 3—Cash 
Register Record of Auditor’s Total and Counter.) This is for 
the convenience of the Internal Auditors, who reset the machines 
perhaps twice a month only. Cards are kept by the Cash Register 
office for each assistant or cashier, showing the amount they were 
short or over each day, and chronic offenders are passed over to the 
Staff Office for disciplinary action. 
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As mentioned previously, the Internal Auditors go around from § poe 

time to time and reset all the machines and check up their readings regist 

with those of the Cash Register office and the actual cash that is added 

paid in. They also conduct a continuous audit of the amount of by the 

change lying around the store in these registers. In a large § 64,4, | 

organisation this amounts to a considerable sum of money, and § pore, 

it is very necessary that a thorough check is made of this at § pecop, 
frequent intervals. 
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Figure 3. 


The next method of receiving cash is by the making out of a 
docket. There are many ways of receiving cash once the docket 


| is made out, i.e., by tubes, overhead trolley, cashiers’ desks about 


) 


the store, etc., but the principle in each instance is the same. The 


| cashier stamps the duplicate copy as being paid; the top copy after 
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being stamped goes back to the assistant to be handed to the 
customer or used for verification where the goods are being sent. 
Each cashier has a distinctive number which is on the stamp with 
which she receipts the dockets. 

Distinct from the assistants handing in their register money, the 
cashiers have a form on which they fill in particulars of the money 
paid in each evening. This money also goes to the office counting 
house and is recorded on sheets similar to those used for the cash 
registers. The cash dockets are sent to the office, where they are 
added and checked and then compared with the amounts received 
by the counting house. These sheets for all cash sales are reconciled 
each day and entered in total into the general cash book. Of 
course, the actual amount received in cash and not the amount 
recorded by the cash registers or added from the dockets is the 
amount that goes into the books. I mention a final reconciliation as 
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it quite frequently happens that mistakes occur in setting aside the 
change by assistants at the end of the day. This means that you 
may have too much paid in one day and too little on another. 
Although there is frequently a small difference between the cash 
paid in and the dockets and register readings, this is not necessarily 
a loss of actual money as there are many wrong registrations and 
other minor items that cannot be traced. 

The Cash Register office supplies information to the sales dissec- 
tion staff to enable them to get the total sales of each department. 
The dissection staff also get the cashiers’ dockets after they have 
been added to get the cashiers’ totals. They then sort them into 
departmental order, and the total together with the cash register 
readings is the amount credited to each department daily. 

We now come to the handling of receipts in payment of customers’ 
accounts. One system you are doubtless familiar with is the use 
of an account register, similar to those used by the Taxation Depart- 
ment and other Government and semi-Government bodies. These 
machines print complete records of the transaction on a detailed 
strip, which is in effect the Cash Book. This strip shows the 
amount paid and the reference to the account by means of folios. 

One type of machine over-prints on both copies of the statement 
similar to the form used by the Taxation Department, while others 
cut off a separate voucher similarly to the method adopted by the 
gas and electric light companies. This voucher also has the name 
and address of the customer printed thereon, and when the account 
is paid falls into a locked receptacle. The system of having a 
separate voucher that can be cut off is, I think, by far the better 
method. The account form can be printed by an addressograph, 
twice on the front and once on the carbon copy, which later forms 
your ledger. As these vouchers are cut off by the machine, they 
are collected, sorted and balanced, and used as the actual posting 
media. It is advisable to collect these vouchers from time to 
time during the day and have them sorted into alphabetical order. 
This enables the collection section quickly to ascertain what amounts 
have been paid, and so avoid sending out letters to customers after 
the account has been paid. 

The totals in the machine are read by the Cash Register staff 
in a manner similar to the other registers, and a control is also kept 
by the Internal Auditors. The details read from the machine are 
entered on a sheet similar to that illustrated in Figure 4. When 
the vouchers are dissected into their respective ledgers and 
balanced, they are entered on the same sheet and the total cash 
received is posted to a cash book. The vouchers are then available 
for the machine operators for posting to the customers’ accounts. 

Where a receipt book is used the same system can be adopted by 
having the receipts made out in triplicate—one to go to the customer, 
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the second copy to be used as a posting medium, and the third 
remaining in the book in place of the usual cash book. This system 
can be used in any type of business, not necessarily a retail store. 
How often do you see the receipts posted into a cash book and from 
there posted to the ledger accounts! All unnecessary work. Your 
cash book entry can be receipts numbered 1 to 100; one amount 
shown instead of having to write out one hundred separate items. 
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A subsidiary cash book is used for all items in the sales ledgers ; 
the total only being posted to the general cash book. This subsidiary 
Cash Book is being referred to all day by clerks and ledger-keepers, 
so it is very necessary to have a separate book which can be quickly 
referred to. 

Lay-bys, C.O.Ds., V.P.Ps., C.O.D. Rail, Mail Orders, etc., are 
all treated through the sales ledger. The departments are given 
credit for such sales directly they are made and the corresponding 
entry is to respective suspense accounts in the sales ledger, treating 
them as ordinary debtors. As the money is received for these 
transactions it is entered into this subsidiary cash book and posted 
to the credit of the account concerned. ‘Transfers of cash from 
one account to another can be effected through this book. Another 
method is to make out two vouchers—a debit and a credit—which 
are sorted in and balanced with the vouchers cut off by the account 
register. 

P.O.Ds. are one type of transaction that cause a considerable 
amount of hard work. The goods when sent to the despatch are 
entered on to the driver’s delivery sheet in triplicate, one of which 
is sent to the P.O.D. office. On the driver’s return each nighit 
a check must be made of all parcels returned and every item on his 
sheet accounted for either by cash or by goods. Theoretically, the 
amounts paid in by the drivers should balance the P.O.D. account 
in the sales ledger; but, as frequently customers return other goods 
in exchange, have them charged to their accounts, tender cash 
orders, etc., a considerable number of adjustments is necessary. 
There are no short cuts and each particular item must be traced. 
With V.P.Ps., C.O.D. Rail, etc., as a rule no such difficulties are 
met with. As the money is received from the respective Govern- 
ment Departments the dockets are set aside as paid, and the cash 
paid into its correct account in the sales ledger. 

We now come to the handling of money coming in by mail. 
All mail is placed in a locked bag at the G.P.O., and is opened in 
the presence of several responsible officials. Any official in the 
store who receives cheques of any kind has a rubber stamp reading 
“Not negotiable—credit the account of the Company only.” ‘This 
is placed on all cheques, irrespective of whether they are previously 
crossed or not. By this means you can be assured that cheques at 
any rate cannot be wrongfully negotiated. Details are taken of 
cash, postal notes, etc., and these are all sent to the central counting 
house, who hold the money until it is credited to the correct 
amounts. Clerks in the office are not allowed to have money lying 
around pending the settling of some query. Money received from 
mail orders is paid into a mail order remittance account in the 
sales ledger immediately, and the debits are later posted to this 
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The system in use for Lay-bys has already been explained to 
some extent in a previous lecture, but I might add that deposits are 
dealt with by the tube room or cashier staff, and all instalments and 
final payments by the lay-by section, who use a special type of cash 
register, which is really an accounting machine. The usual check 
by the Internal Auditors is made on this machine and the totals of 
the cash and dockets are posted to a separate lay-by account in the 
sales ledger. 

A separate receipt book is kept for miscellaneous items concern- 
ing the private or purchases ledger. This book alone is posted to 
the general cash book; items for the sales ledger being put through 
the subsidiary cash book and the total only posted to the general 
cash book each day. 

Our next heading is Cash Expenditure. The method of passing 
accounts for payment has been dealt with by other lecturers, so 
there is very little to say about the actual payment. There is a 
very simple system which can be used by any business irrespective 
of its size. All payments should be made by cheque, and these 
should be made out in triplicate—the cheque, the posting medium 
and the cash book. In larger organisations this is done on an 
accounting machine which adds and balances the items at the same 
time; but there is nothing to stop a smaller concern making them 
out on an ordinary typewriter and having the totals added later. 
When the cheques are made out they show the nett amount paid, 
the amount of the discount and the statement total. The methods 
of using the duplicate as your posting medium is undoubtedly the 
best way to deal with receipts and payments. Variations such as 
making your bank pay-in slip out at the same time can often be 
accomplished. Where you have your creditors’ ledgers divided, a 
separate cheque book is used for each subdivision, and separate 
books are used for expense creditors, private ledger items, etc. 
Control accounts are kept, and the total amount drawn on account 
of each ledger is entered daily in the general cash book. Any 
small amounts paid will of course go through your petty cash 
system, which I do not think needs explaining. 

In a retail store, however, you sometimes have payments to 
customers on account of refunds for goods purchased. Here the 
assistant makes out a cash refund docket, which he signs and has 
authorised by a responsible official and by the customer. In the 
case of larger amounts he takes the customer to one of the central 
cashiers who makes the refund direct; but for small amounts the 
money may be sent from your tube room to the assistant. The 
cash refund would be sorted in with the cashier’s dockets, and 
later with the department’s dockets, so no further bookkeeping 
would be required. 

It will be seen from the rather sketchy outline I have tried to 
draw, that the actual accounting involved in the receipt and disburse- 
ment of cash in a retail store is comparatively simple. The numbers 
of transactions involved are numerous, but by the use of machines 
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and cash registers which give fast and accurate results the volume of 
work is considerably reduced. It is very difficult to give a word 
picture that will convey the whole system, as so much of it depends 
on mechanical equipment which cannot be explained by words alone. 





The Accounts of Co-operative Companies 
Manufacturing Butter or Cheese 


By “S.G.Y.” 


The dairying industry in Australia is a most important one, 
the exports of butter and cheese ranking third as to value on the 
list of exports from the Commonwealth. 

Co-operative companies, whose shareholders are suppliers of 
milk and cream to the factory, play an important part in the manu- 
facture of these commodities, and it is therefore likely that a 
review of the system of accounting employed in such co-operative 
concerns may prove of some interest to readers. 

From experience with co-operative companies operating in the 
State of Victoria the writer has found that a fairly uniform method 
of accounting is in use, varying, of course, in matters of detail. 

Some larger companies carry on the manufacture of both butter 
and cheese, but with the majority the activity is confined to the 
manufacture of one or the other only of these commodities. How- 
ever, the general principles underlying the accounts are the same, 
and this article is therefore designed to be applicable to either. 
In addition to the manufacture of butter and cheese the majority 
of the co-operative companies supply their shareholders with 
various commodities which are required on a dairy farm; in other 
words carrying on what is known in the industry as a store busi- 
ness. Provision is accordingly made for the handling in the 
accounts of this phase of the business. 

The greater part of the accounting work in the factory is in- 
volved in the keeping of the records of dealings with its suppliers. 
Cream or milk, as the case may be, is usually picked up by the 
factory lorries at various points in the district and brought to the 
factory. The gross tare of cans and net weights are recorded in 
a book known as the Weighters Book and a sample is drawn off 
each consignment for testing as to butter fat content. The tester 
records against each consignment the test and the cream or milk 
is graded accordingly. The weights in the book are totalled daily. 

From the Weighters Book the cream ticket is made out, setting 
out the gross weight, tare of cans, net weight, test, butter fat con- 
tent and the grade. These books are printed in duplicate, the 
original being returned to the supplier with his empty cans, the 
duplicate being retained by the company. 
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Cream Account Sales——These are also printed in duplicate and 
are entered up from the cream tickets, provision being made there- 
on for :— 

(a) Date of delivery. 
(b) Quantity of cream. 
(c) Test. 
(d) Butter fat content (under grades) 
Choicest 
First 
Second 
The form has, in addition to the value, two money columns (debit 
and credit), and provision is made for fifteen entries on each 
account sale with space at the foot for the totals under each grade. 
The price payable is set against each and the relative amount 
extended in the credit column. At the foot of the account sale 
docket space is provided for debits such as :— 
Account rendered 
Butter at 
Goods purchased 
Cream Cartage 

The total of the debits is deducted and a cheque sent for the 

balance remaining. 


PAYMENTS TO SUPPLIERS 


Payments for butter fat are made by some factories fortnightly, 
others monthly, and the suppliers’ accounts are adjusted at these 
periods. Loose leaf sheets, styled “Suppliers’ Pay Sheets,” are 
used for arriving at the amounts payable to suppliers. These 
sheets are entered up as to quantities of cream or milk delivered 
for the fortnight, the butter fat content, etc., from the records on 
the suppliers’ account sales. 

Specimen headings for the suggested “Suppliers’ Pay Sheets” 
are as follow :— 

1. Supplier’s name. 
2. Totals = Ibs. Creaam— 
Choicest. 
First Grade. 
Second Grade. 
3. Total lbs. Butter Fat 
Choicest. 
First Grade. 
Second Grade. 
Total in £ s. d. 
Ledger debits. 
Cartage and Freight. 
Butter Purchases by Supplier. 
Ledger Credits. 


4. 
S. 
6. 
vs 
8. 











9. 
10. 


11. 
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Totals—Dr. 
Cr. 
Cheque. 
Cheque No. 
Balance forward—Dr. 
Ce. 


The above columns are self explanatory, but reference may be 
made to the following :— 


No. 5: Ledger Debits. 
No. 8: Ledger Credits. 


In most factories the duplicate account sale docket forms the 
Suppliers Ledger, but to facilitate the keeping of records, any 
debit or credit as the case may be, not settled at the end of each 
<ream payment, is carried to a ledger account. 

It sometimes happens that the amount due to a supplier is too 
small to remit by cheque; in other cases his purchases during the 
period may exceed his credit for cream supplied. It is found in 
practice that it is clearer to record these debit or credit balances 
in a ledger account than to follow them through the supplier’s 
accounts on the loose leaf sheets. 

No. 6: Cartage and Freight.—In certain cases a charge is made 
for cartage of crearn to the factory, and this column is provided 
for the recording of it. The amount is so much per can, and 
the entry is picked up from the supplier’s cream ticket. 


No. 7: Butter Purchases by Suppliers—Suppliers draw their 


- | 


own domestic butter requirements from the factory. Usually 
each has a standing weekly order, and it is generally found most 
expedient to have separate sheets, “Suppliers’ Butter Sheets,” to 
record these deliveries. 

The treatment of the totals from the “Suppliers’ Payment 
Sheets” is referred to in more detail under the heading “Ledger 


Purchases of Factory Manufacturing Requisites, etc.—It will 
be found advantageous to keep a “Purchases Book” for the hand- 
ling of these, preferably a columnar book with provision for the 
following headings :— 


inh ON 





6. 
8. 


y 
T 
c 
a 
a 
Accounts.” SI 
fi 
h 
b 
SZ 


Name of Merchant. 


Folio. G 
Total Credits. lin 
Returns. 
Manufacturing Requisites covering— ur 
Salt, 
Butter Colour, etc., etc. ag 


Boxes and Paper. 
Fuel and Oil. 


Maintenance Machinery. 
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9. Maintenance Motor Trucks. 
10. Store purchases. 
11. Sundry items (to be analysed monthly). 
The book is totalled monthly and the totals carried to the debit 
and credit respectively of the appropriate ledger accounts. 
Heading No. 4: Returns.—It is suggested that as in most fac- 
tories these are not numerous, the amount be entered in the re- 


, turns column with a note above it as to the classification. The 
total is summarised at the end of the month and deducted from 
the total credit columns and the appropriate expense columns. 

Heading No. 9: Maintenance of Motor Trucks—Some fac- 

e tories run fleets of trucks for carting the cream, etc., others have 

y the work done by contract carters. The column may be amended 

h to suit the particular method adopted. 

Heading No. 10: Store Purchases—If the company carries on 

0 an extensive store business, a wider classification of these is neces- 

e sary. 

n SALES RECORDS 

s The manufactured product is generally disposed of by :— 

. (a) Local sales in the capital cities. 

le (b) Export sales. 

d (c) Local sales in the district. 

d (d) Sales to suppliers. 

In addition, where a factory carries on a store business pro- 
ir vision must be made for the recording of such sales. 

ly Referring to the local sales in the capital city of the State in 

st which the factory is situated and the export sales, the prevailing 

to practice is for the business to be handled by a selling agent on 
commission. The export butter is disposed of abroad and the 
nt agent accounts in due course for the proceeds realised. Advances 
er are received by the factory directly the butter is placed in cool 
store and in some cases further advances are received prior to 

ill finalisation of the consignment. It is therefore preferable to 

d- handle both the local sales and the export butter sales in separate 

he books and to keep a Sales Day Book to record the local district 


sales, the sales to suppliers and store sales. 

The basic entry for all sales is a Delivery Book; for the butter 
consigned away a receipt is taken therein, either from the carter 
(if a contract carter) or the transport authorities; for local de- 
liveries a receipt from the recipient. 

The form of books for dealing with the sales is outlined here- 
under :— 

Local Sales in Capital Cities—As these are dealt with by the 
agent in an account sale the following rulings are recommended :— 

Selling Agent’s name. 
Column 1. Date delivered. 
Date sold. 
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Column 2. No. of Cases. 
Weight. 
Brands. 
Column 3. Gross proceeds realised. 
Column 4. Charges. 
Freight and Cartage. 
Insurance. 
Commission. 
Other charges. 
Column 5. Net proceeds. 
This book is totalled monthly. Butter sales credited with gross 
proceeds, expense accounts debited with the charges and the selling 
agent’s personal ledger account debited with the net proceeds. 


Export Sales. | 
Selling Agent’s name. 
Column 1. Date delivered. 
_ 2. No. of cases. 
Weights. 
Brands. 
» 3 Date shipped. Boat. 
» 4 Amount of Preliminary advance (Aust. Cur- 
rency). 
» 9. Charges (Local). 
Freight and Cartage. 
Ocean Freight. 
F.O.B. Charges. 


6. Net amount of advance (Aust. Currency). 

7. Gross Proceeds realised (sterling). b 

8. Charges abroad (sterling). p 
» 9. Net proceeds (sterling). b 
~ 10. Exchange. 0 
» Il. Total. 


12. Amount of Preliminary advance. 
13. Further advance (if any). 
14. Surplus or deficiency. Ci 


It is recommended that the above book or register be made a 
continuous record for the whole of the export season and not 
closed off monthly. The financial year with most factories ter- 
minates at June 30, at which time the export season is practically 
at an end. If, therefore, the book is closed off at the end of the 
financial year, the consignments not yet realised will be readily 
available and the necessary provision made in the accounts for the 
surpluses likely to be realised or on the other hand any deficiencies 
to be faced. - 
The postings from the book should then be made to the appro- 
priate ledger accounts. 








ul 
> 


q 
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Other Sales. (Local, District, Suppliers and Store). 


Column 1. Date. 
» 2. Customer’s or Supplier’s name. 
Folio. 
» 3 Total debit—Customers. 
» 3a. Total debit—Suppliers. 
ot 4. Butter sales. 
Weight. 
Amount. 
Store sales. 
Sundry items (to cover items not provided for 
in columns). 
Book to be totalled monthly and the totals carried to the debit 
and credit respectively of the appropriate ledger accounts. 


nn 


” 


EXPENDITURE CasH Book. 
The usual form is recommended here with rulings as under :— 

Column 1. Date. 

Name of Payee. 

Cheque number. 

Amount of cheque. 

Merchants ledger. 

Private ledger. 

Suppliers ledger. 

Sundry items (to cover items not provided for 
in columns). 

The cheques paid to cream suppliers other than advances made 
between pay days are recorded in one total from the “suppliers’ 
pay sheet” fortnightly or monthly as the case may be. The above 
book is to be totalled monthly and the totals carried to the debit 
or credit of the respective ledger accounts. 


SONA wWh 


Receipts CasH Book. 
A duplicate carbon receipt book should be kept and from it the 
cash book should be entered up. The headings suggested are: 
Column 1. Date. 
Customer’s name. 
Ledger folio. 
Customers ledger. 
Share capital receipts. 
Other items. 
Bank deposit. 


NAW Wh 


This book would be balanced monthly and the totals taken to the 
respective ledger accounts. It will be noticed that a column is 
provided for Share Capital receipts. This phase is referred to 
more freely under the heading of Share Capital records. 
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Both the Expenditure and Receipts Cash Books should be kept 
reconciled monthly with the Bank Pass Book. 


Petty Casu Book. 


A columnar book is recommended to handle the petty payments. 
Advances of sufficient amount to be drawn by cheque as required 
and the disbursement thereof recorded under the following head- 


ings :— 
Column 1. Date. 
2. Particulars. 
3. Total advances. , 
» 4 Expenditure. . 
- 5. Postages, telegrams and duty stamps. b 
» 6. Stationery. . 
7. Exchange. 
» 8 Sundry items. 
LEDGER ACCOUNTS. t! 
The system as outlined provides for personal ledgers for :-— 
Customers. 
Suppliers. 
Merchants. 
and a general ledger for the impersonal accounts :— 
Authorised Capital. Appropriation Account. 
Unissued Capital. Bank Account. 
Subscribed Capital. Land and Buildings. t 
Calls account. Plant and Machinery. a 
Merchants Ledger Motor Trucks. Pp 
Adjustment Account. Customers Ledger f 
Provision for Taxation. Adjustment Account. 
Reserve for Bad Debts. Stocks Account. e 
Dividend Account. Sundry Debtors. c 
Sundry Creditors. Prepayments. 1 
Suppliers’ Ledger Adjustment Petty Cash. i 
A/c. r 
n 
Profit and Loss Accounts. 
Cream Purchases. 
Cartage (or motor truck maintenance). 
Manufacturing Requisites. P 
Store Account (purchases and sales). . 
Fuel and oil. - 
Boxes and paper. F 
Maintenance Plant and Machinery. f 
Wages and salaries— f 
Manufacturing t 
Administration. " 
Selling Charges (butter). P 
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Interest. 
Directors’ Fees. 
Depreciation. 
General Expenses. 
Taxation. 
Bad Debts. 
Sales—Butter. 
Other sales. 
Profit and Loss Account. 


This classification will give readers some idea of the accounts 
involved, and the above list can be elaborated where the volume of 
business warrants it, particularly in regard to those accounts 
affecting costs of production. 


JOURNAL. 


This book should be on the columnar system with provision for 
the following headings on both debit and credit openings, viz. :— 
General Ledger. 
Customers Ledger. 
Suppliers Ledger. 
Merchants Ledger. 


SHARE CAPITAL RECORDS. 


A proper system of records of the shareholders is essential so 
that the correct calculation of dividend payments can be made, 
also the annual requirements of the Registrar of Companies readily 
prepared. As far as the share register is concerned the usual 
form of book available from stationers meets the case. With 
companies just formed and at times with others which have been 
established, records of how the shareholders stand in regard to 
calls on shares are also necessary. Where the list of shareholders 
is not large such records can be kept in the Share Register, but 
if the number of shareholders is extensive a separate book for 
recording calls made and the payments by shareholders is recom- 
mended. 


MANUFACTURING RECORDS. 


The requirements of the Agricultural Department call for the 
preparation and furnishing at stated intervals of statistical returns 
setting out the quantity of cream received, the butter fat content 
in the various grades, and the butter manufactured therefrom. 
From the Weighters Book a record is available daily of the butter 
fat received, and it is therefore necessary to have kept in the 
factory and butter manufacture book setting out the churnings and 
the butter manufactured in the three grades. As these require- 
ments are well known to butter factory managers, it is not pro- 
posed to deal with them in this article. 
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The Verification of Book Debts 
By O. R. MacDona cp, A.L.C.A. 


In a previous article the auditing of bad debts and of provisions 
for doubtful debts was considered. In this, some remarks will be 
made on the larger and more important subject of the verification 
of book debts generally. 

As a preliminary step to any checking of the debtors’ ledger, 
the auditor should make himself acquainted with the methods in 
operation. On the occasion of his first audit, it is a good plan to 
enquire into the system of the recording of sales, the despatch of 
goods, the receipt of cash and of bills receivable, the granting of 
discounts and allowances, the treatment of returns inwards, and 
the writing-off of bad debts. If the system seems to be in any 
respect loose or faulty, the auditor should direct attention to the 
weaknesses. He cannot feel assured that all sales or charges have 
been properly recorded, that al! cash received has been brcught 
into account, and that the final balances are correct, unless he 
believes that an effective system is in operation, and that it is being 
efficiently carried out. 

The verification of book debts involves a thorough investigation 
of sales, returns, discounts, allowances, cash received, bills re- 
ceived and dishonoured, bad debts, and contras. The necessary 
procedure for, together with the special points in, the audit of each 
item, is well dealt with in the standard text-books on auditing, and 
it is not proposed to outline them in this article. Instead, atten- 
tion will be directed to two important checks on the accuracy of 
debtors’ accounts which are seldom discussed by writers on audit- 
ing at sufficient length to enable students to visualise the actual 
procedure, the results that may be achieved, and the difficulties 
sometimes encountered in practice. These are (a) the circularis- 
ing of debtors by the auditor, and (b) the examination of dupli- 
cate bank deposit slips. 

(a) The Circularising of Debtors —An effective method of veri- 
fying the balances shown in the debtors’ ledgers is to circularise 
the debtors requesting them to confirm, or otherwise, the accuracy 
of those balances. As a rule, however, the auditor will not con- 
sider it necessary to send an actual circular letter, although there 
are times when this course may be desirable. The usual procedure 
is for the auditor—with the permission of his client—to control 
the despatch of the monthly statements at certain periods. With the 
statex.ents will be incorporated a request, either in the form of a 
gummed memorandum slip or the impression of a rubber stamp, 
for the debtor to communicate direct with the auditor in the event 
of there being anything which appears to be inaccurate in the 
statement forwarded to him. 

This method (which was mentioned in the article on “Bad 
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Debts”) provides a good safeguard against the over-statement of 
sundry debtors in the balance sheet, although it does not neces- 
sarily supply a check on the accuracy of the accounts throughout 
the year. It also fails to detect an under-statement of the total 
amount, as where any debtors’ accounts appear in the ledger as 
showing credit balances, or no balance at all, when actually amounts 
are owing by these debtors. In such instances, no statement would 
be sent to the debtor. Despite these and other deficiencies, the 
practice is so useful in detecting discrepancies and inaccuracies 
that it should be instituted wherever possible. 

The auditor should check all the statements with the ledger 
accounts, and initial the balances in the debtors’ ledger. The 
insertion of the statements into their respective envelopes, and the 
posting of them, should be performed or superintended by the 
auditor. 

The auditor will find it a saving of time to check the schedules of 
debtors concurrently with the verifying of the statements. This 
method also reduces the possibility of omissions, alterations, sup- 
pressions, and other manipulations. It is possible, for example, 
for sheets or cards to be removed from the ledgers when the 
statements are being checked, and to be replaced when the schedule 
of debtors is being compared with the ledger. The production of 
all accounts showing balances is then necessary, as otherwise the 
individual accounts will not correspond in total with the balance of 
the debtors’ control account. 

Other points to bear in mind, and the difficulties sometimes to be 
found in practice, are: 

(1) False names and addresses. To cover up defalcations, 
accounts may be entered in the ledger under false names or 
addresses. To guard against this, it is a good plan to send out 
the statements in the auditor’s own envelopes. Any accounts 
returned to him by the postal authorities as unclaimed would then 
be subjected to close enquiry. The use of “open-face” or “window” 
envelopes provides a saving of time, and obviates any possibility 
of the envelope and statement being differently addressed. 

(2) Goods dated forward. It is a common practice for sales to 
be made and goods delivered during one month, but to be charged 
for as the first of the following month. The debit against the 
customer will appear in the ledger account, but not (as a general 
rule) in the statement rendered to him. This practice of “dating 
forward” is often troublesome to the auditor, whether it is the 
debtors’ or the creditors’ accounts he is checking. The most satis- 
factory method, from the auditor’s point of view, is for the items to 
be recorded separately on the statement, with an indication that 
they are not yet due for payment. However, in most instances it 
is desirable that the auditor inspect the goods outward records to 
satisfy himself that goods have been delivered on the dates 
recorded, and in addition he should ascertain from his principal or 
a responsible officer whether the transactions are in order. 
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(3) Assigned accounts. It is unusual to send monthly state- 
ments to the trustees of assigned or bankrupt estates. The auditor, 
however, would do well to have statements forwarded to the trus- 
tees or the debtor personally whenever the audit inquiry slip 
method is put into effect. A special memo. might be added 
emphasising the fact that the statement is for audit purposes only, 
and that it is not a demand for payment. A similar course can be 
adopted where the debtor requires a statement of account on a 
special claim form, as is the case with some Government bodies. 

(4) Accounts paid after end of previous month. Settlement, 
wholly or in part, of accounts is sometimes made after the end 
of the month, but before the issue of the statements. The practice 
of some concerns of sending a statement showing the indebted- 
ness at the end of the month, with a memo. that amounts received 
since that date will be credited on the next statement, is commend- 
able, but even where this method is in use it is not customary to 
send statements to those debtors whose accounts are settled in full 
by the payment. It is essential that the auditor should see, by 
reference to the cash book and receipt books, that all items not 
charged on the statements by reason of payment being made since 
the last day of the month have actually been received. 

(5) When the check should be made. The ideal method, of 
course, is for all statements to be checked by the auditor, and issued 
by him witi inquiry slips. This, however, would seldom be prac- 
ticable, except with small concerns where the auditor is required 
to perform some duties beyond the ordinary scope of an audit. 
The most suitable time, as already indicated, is at balancing date. 
The auditor should decide for himself whether, in the particular 
circumstances, a more frequent check is advisable. If a special 
check is to be made, the notice to the ledger-keeper should be as 
short as possible, so that, should there be any irregularities, the 
person concerned would have less opportunity of covering them up 
before the investigation of the accounts. 

A debtor sometimes resents receiving what appears to him to be 
a special demand for payment—particularly if his account is 
‘lightly overdue—but with the increasing use of the practice this 
objection is less frequently encountered. The effectiveness of 
this form of check is somewhat lessened by the fact that debtors 
frequently ignore the auditor’s request, and if they do dispute the 
accuracy of the account, make their complaints direct to the 
concern. 

It was mentioned earlier that, in certain circumstances, it may 
be desirable for the auditor to issue a special circular. Where this 
is done, the debtor should be requested to confirm the accuracy of 
the amount of his indebtedness, or to give his reasons why he 
believes it to be inaccurate. Space for his reply should be provided. 
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To obiain a satisfactory response, it is advisable to enclose with 
the circular reply-paid envelopes addressed to the auditor. By 
arrangement with the postal authorities, the envelopes can be 
specially marked, so as to provide for the payment of postage on 
delivery to the auditor, thus avoiding the necessity of affixing to 
the envelopes postage stamps, many of which, as experience has 
shown, are not utilised for the intended purpose. 

The most common form of replies received by the auditor from 
debtors are those which claim that credit has not been given for 
goods returned, that certain allowances have not been made, that 
overcharges have occurred, or that credit has not been given for a 
payment made a few days earlier. They may seem of so trivial a 
nature as to be not worth while bothering about, but they should 
all be carefully enquired into, and frequently some weaknesses in 
the system in operation will be disclosed, which can then be 
rectified. 

(b) Bank Deposit Slips——The second useful method of verifying 
the accuracy of debtors’ accounts which will be discussed is that 
of comparing the receipts cash book with duplicate bank deposit 
slips. This is a check on the accuracy of the accounts throughout 
the period rather than at the end of a month or at balancing time. 
It cannot be effectively employed unless a carbon-duplicate bank 
deposit book be kept, the original slip being lodged with the bank, 
and the duplicate (stamped by the bank teller) being retained. 
The auditor should recommend the use of such a book. 

Unless fraud is known or suspected, a test check is usually sufh- 
cient. If it were decided, for example, to examine the deposits for 
the closing month of the period, the cheques shown by the bank 
deposit book as being comprised in each deposit during the month 
would be compared with the items making up the corresponding 
bank lodgment as shown by the cash book. If defalcations were 
being concealed by means of utilising the receipts of one day to 
make up deficiencies of previous days (or other manipulations of a 
more permanent nature, which it is unnecessary to particularise), 
there would be every likelihood of the defalcations being dis- 
covered by this method, particularly where most of the debtors 
settle their accounts by cheque. It will also disclose if the con- 
cern’s own cheques (such as those drawn for petty cash, etc.) or 
the cheques of a principal or an employee are being banked in lieu 
of cash. These transactions may be quite in order, but the auditor 
should be aware, and should make sure that his client is also aware, 
of them. They should be avoided, whenever possible. 

In practice, the check does not always work smoothly. Some 
difficulties which arise that may tend to detract from the efficiency 
of the scrutiny are: 

(1) The possibility of false duplicate slips, or of a false deposit 
book, being submitted to the auditor. Where the actual duplicate 
of the pay-in slip, stamped by the bank teller, is retained, this pos- 
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sibility is somewhat remote. To guard against alterations after 
the submission of the duplicate to the bank teller, the auditor 
should, if possible, compare some office copies of the pay-in slips 
with the originals lodged with the bank, selecting, preferably, slips 
which show signs of alterations or erasures. 

(2) The use of a cheque drawn by one person, legitimately or 
not, by another person, in payment of an amount due by the latter. 

(3) The receipt of a cheque of greater amount than that of the 
debt, necessitating the giving of change to the debtor, or the cash- 
ing of a cheque for some person. 

(4) The receipt of a cheque in payment of several accounts, 
requiring the issue of more than one receipt. The difficulty is 
aggravated if the sum represented by each receipt must be paid into 
a separate bank account. This is one of the major obstacles encoun- 
tered when examining the bank deposit books of a municipality, 
which invariably has a number of bank accounts. 


As it obviously is impossible to divide a cheque into two or more 
parts, it follows in (2), (3) and (4) above that some sorting of the 
money in hand is necessary before the cashier can prepare his deposit 
slips, with the result that even cheques in payment of one account 
only, and which should have normally been paid into, say, “No. 1 
Account,” will be paid into “No. 2 Account.” 

There is a method whereby, by arrangement with the bank, one 
pay-in slip is prepared for all the accounts, and on this is indi- 
cated how much is to be credited to each account. So far as the 
writer is aware, this method is not in common use, but it definitely 
overcomes many of the difficulties of “cheque-splitting” referred to 
in (4) above. 

When checking the make-up of the bank deposit slips, the audi- 
tor will refer principally to the receipt books, if it is the practice of 
the concern to issue official receipts. If there is no such practice 
in operation, his principal source of check will be the cash books. 
The auditor should, however, recommend that an official receipt 
should always be given, a carbon copy of the receipt being retained. 
It frequently happens that receipts are required by the payer in 
some other form. The increasing practice of requiring the payee’s 
receipt to be made out on the back, or, in some cases, an extension 
of the face, of a cheque, while it has much to recommend it, has 
disadvantages from the viewpoint of the auditor of the recipient’s 
books, involving, as it does, some deviation from the practice of 
issuing the official receipt. Some concerns gum the official receipt 
on to the back of the cheque, but unless the auditor can satisfy 
himself that this practice is being invariably followed it is open 
to objections. 

Possibly the best plan is to require that receipts be made out 
for all money received, and that the originals be left in the receipt 
book, or detached and filed away numerically, until they are can- 
celled by the auditor. A memo., such as “Receipted on cheque” 
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or “Receipted on official claim form,” etc., should be made on the 
office copy. 

When checking the make-up of a deposit slip, the auditor would 
be greatly assisted if particulars of how the payment was received 
were inserted on the receipt, e.g. : 

(a) If tendered for the exact amount of the receipt, “By 
cheque,” “By cash,” “By postal notes,” etc., should be stated, and 
where the cheque is not the payer’s own, a note “Cheque A.B.,” 
and other particulars, if required, should be added. 

(b) If a cheque for more than the amount due is given, a foot- 
note should be appended, “Cheque A.B., £20, change given in 
cash £5.” (Country stores, in particular, are frequently called 
on to cash cheques for customers who have received payment by 
cheque for the sale of their produce.) 

(c) If several receipts are issued, add a footnote to each receipt, 
“Part of cheque, £20,” with other particulars as in (a) or (b) 
if required. 

The two methods outlined in this article have been found of great 
value in actual practice. Where defalcations are known or sus- 
pected they are usually employed in ascertaining the sums involved, 
or in verifying or allaying the suspicion. Their efficacy having 
been exemplified in such instances, it is evident that, had they been 
previously employed, the frauds would never have occurred, or 
would have been discovered before they had assumed any con- 
siderable proportions. 

Throughout this article, frequent reference is made to the detec- 
tion of fraud. It must be emphasised, however, that the attitude 
of the auditor need not be that of a detective, or even of a special 
investigator. Fraud is, happily, relatively rare, and the auditor is 
quite justified in assuming the honesty of the staff of his clients, 
unless in the conscientious discharge of his duties he discovers any 
suspicious circumstance. The checks mentioned should be taken 
for the purpose of discovering errors, faulty methods, careless- 
ness, and lack of efficiency—all of which may be causes of loss to 
the management—quite as much as with the object of preventing 
or detecting surreptitious manipulations of cash. 

In the previous article, it was said that the debtors’ ledger was 
frequently not checked in detail. Actually, test checking may 
sometimes be of more value than the scrutiny of every item. The 
checking of every transaction recorded in the books may become 
mere routine, a mechanical ticking of certain sets of figures against 
others. Test checking, on the other hand, is made with a definite 
purpose in view, and requires the application of some intelligence. 
While it may not be so comprehensive in its scope as a thorough 
audit, it frequently is productive of important results when used 
with discretion. 

This article, and that which appeared in the November issue, are 
designed to give those accountancy students who have had no 


D 
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auditing experience some insight into the practical side of the audit 
of book debts and of bad debts. Such an insight is essential for 
the answering of certain types of questions. No attempt has been 
made to cover the peculiar problems of particular businesses or 
other organisations. 





Partnership Accounts 


By R. Keira YorsTon, A.1.C.A. 


[Being extracts from a Lecture delivered before the Commonwealth Account- 

ants’ Students’ Society (N.S.W. Division) on September 29, 1937. The 

Lecture was illustrated by problems selected from previous Examination 
Papers, the solutions to which are included herein.] 


As this is a pre-examination lecture, its aim, I consider, should 
be twofold: 


1. To indicate to examinees the type of possible examination 
questions they may get. 


2. To supply some information relative to the answering of 
such types of questions. 
It is not possible in one lecture adequately to cover the field of 
any particular type of accounts. 


Under my first heading abovementioned, I have dissected the 
past ten years’ examination papers of the Institute, and find in the 
Intermediate Examination that in each examination there is 
usually one question, at least, dealing with partnership accounts, 
and frequently there are two or three which require some know- 
ledge of partnership accounts. The questions most frequently con- 
cern the dissolution of partnership, and often the Garner v. Murray 
decision. Sometimes the admission of a partner is given, and a 
trading and profit and loss account question, in which the proprie- 
tors are partners, and in which the examiner obviously requires the 
use of an appropriation account. 

In the Final Examination there is usually one question, and 
generally a difficult one, on partnership. The admission of a new 
partner and the adjustments thereon seem to be the favourite 
section. 

As with most types of accounts, some knowledge, at least, is 
required of the law concerning them. In the case of partnership 
accounts, this knowledge does not require to be extensive, and the 
following brief summary is sufficient for all general purposes. 


> oes 26 
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Knowledge of Law Necessary for Accounts 


Partnership is the relation which exists between persons carry- 
ing on business in common with a view to profit (Partnership Act). 

Partnership is a special type of contract, and where there is no 
agreement, express or implied, the Partnership Act applies, and 
provides for most matters that arise in the conduct of the part- 
nership. 

Partnership is not a separate legal entity like a company, and 
is quite a common form of proprietorship in the professions and 
small business enterprises. 

The following, unless varied by agreement, is the law: 

1. Profits and losses are shared equally. 

2. No interest is allowed on capital or drawings. 

3. Interest is allowed on advances, as distinct from capital, at 7 

per cent. (in New South Wales). 

4. Losses, including losses and deficiencies of capital, must be 
paid first out of profits, next out of capital, and lastly, if 
necessary, by the partners individually in the proportions in 
which they are entitled to share profits. 

5. On the dissolution of a partnership the assets are applied 
towards paying: 

(a) Creditors. 

(b) Partners’ advances. 

(c) Partners’ capital. 

(d) Partners in the same ratio as profits. 

6. Losses of capital caused by one partner’s liability further to 
contribute (i.e., insolvency) are borne by tiie remaining part- 
ners, NOT as they share profits and losses, but in propor- 
tion to their last agreed capitals. (Garner v. Murray.) 


Share of Profits 

A partner’s share of profits is usually dependent upon the capital 
introduced, business ability or skill and prestige of the partner, and 
thus the share of profits may be quite different from the share in 
the capital of the firm. Profits may be divided in one of the fol- 
lowing ways: 

(a) In an agreed-upon ratio. 

(b) A salary first and then in an agreed ratio. 

(c) According to capital as per last balance sheet. 

(d) In proportion to the capital originally introduced. 


Provisions in Partnership Agreements 
As has already been indicated, the partners usually outline in an 
agreement their conclusions for carrying on the partnership 


venture. 
Sometimes an examiner requires candidates to state the matters 
that should be included in such an agreement. The stereotype pro- 
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visions are to be found in any text-book. In addition, the partner- 
ship agreement should provide: 

That the profit and loss account and balance sheet be signed at 
the end of each year by each partner, and that they be conclusive, 
thus avoiding disputes in the future, except in the case of fraud. 


Scope of Lecture 

My dissection of numerous past examination papers enables me, 
for the purpose of this lecture, to classify partnership accounts 
under the following headings. 

Entries necessary : 

1. On commencement of a partnership. 


2. In a partnership as a going concern. 

3. On the admission of a new partner into an existing part- 
nership. 

4. For treatment of goodwill. 

5. Regarding insurance policies in partnership. 

6. On the dissolution of a partnership where: 


(a) The assets are all realised and complete dissolution 
made. 

(b) The assets are realised from time to time, and periodic 
distributions made. 

(c) The Garner v. Murray decision is raised. 

(d) The partnership business is purchased by a company. 

(e) Partners purchase the assets. 


1. On Commencement of Partnership 


Questions set under this heading are relatively simple. Usually 
two persons, one at least of whom is carrying on business, decide 
to combine in a partnership. It is necessary to debit asset accounts 
and credit liability accounts with the assets and liabilities intro- 
duced to the partnership, the balance between the debits and credits 
equalling the capital of the partner in the partnership. 

There is one aspect of the entries necessary on the commence- 
ment of a partnership that I find is confusing to students, i.e., where 
the figures given by the examiner, of the assets and liabilities to be 
introduced by a partner, include undistributed profits or reserves. 

Briefly, any such profit and loss balances, etc., should be omitted 
from the journal entry bringing the assets and liabilities into the 
partnership. The omission of undistributed profits or reserves 
automatically increases the capital of the partner in the partner- 
ship, and likewise a debit balance in profit and loss account de- 
creases the partners’ capital. The following example should make 
the procedure clear: 


Question 
Mason and Fell decide to amalgamate their businesses. Their 
balance sheets are as follow: 
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Mason 
Liabilities Assets 
Creditors .. .. .. .. £3,250 Cash in hand 
COE on 3. cs oe oo See «(COR at Gee... os os 
Profit and loss .. .. a 
ee ae 
Land and buildings .. 
£25,400 
Fell 
Liabilities Assets 
Bank overdraft . .. .. £2,105 Cash .. 
SS ee ae 1,895 Debtors 
Cae «tw oe os] OD 6S 
£9,500 


453 


£50 
3,850 
6,500 
5,000 
10,000 


£25,400 


So | Winth 
wm OI 
bho Unb 
now 


S 


£ 


Mason is to be credited with £3,500 for goodwill, and Fell with 
£750. Five per cent. is to be reserved on all debtors. 
draft is to be paid off out of the private funds of Mason, who is to 
receive credit therefor. Make the necessary journal entries, to 


open the books of the partnership. 


Solution 


Cash in hand .. 
Cash in bank .. —— 
SE re reg. 16S. .kist he “ee Ge 
Steck .. ee ee 
Land and buildings .. 
ee eee 
ee ER se os RS ke an 
Reserve for bad debts .. 
Mason Capital A/c. .. .. 
(Being assets and liabilities 
introduced into new firm 
by Mason) 
SO hrs al i a ke ale 
Debtors .. .. 
ae 
ee ee ee 
To Reserve for bad debts .. 
I oe ye he, ot gd, 
Bank O/drait .. . 
Fell Capital A/c. .. - 
(Being assets and liabilities 
introduced into new firm 
by Fell) 


Dr. £50 
3,850 
6,500 
5,000 

,. 10,000 

» 3300 


Dr. 125 
5,750 
3,625 


750 


Fell’s over- 


nm © 
wt w 
ror Ww 
win? 


WwW Ww IO 


287 10 O 
1895 0 0 


2,105 0 O 


5,962 19 O 
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Bank Overdraft .. .. .. .... Dr. 2,105 
To Mason Capital A/c. .. .. 2,105 0 0 
(Overdraft discharged by 
Mason) 


Where one partner is to be credited with goodwill this account 
will be debited and his capital account credited. Frequently, in 
addition to giving the opening journal entries, candidates will be 
required to show the capital accounts of the partners, and finally 
the balance sheet. In the balance sheet it is necessary to see that 
the correct headings are shown, and that the liabilities and assets 
are shown in their correct order. The assets should be stated in 
the order of their realisability, beginning with cash or bank halance, 
and liabilities in the order in which they have to be met, finishing 
up with the capital accounts. 

In working all questions, students should remember they are 
doing a bookkeeping examination, and a “finish” to their work is 
necessary. Rule off your accounts and bring down balances. Don’t 
leave ragged ends. Journal entries always require narrations. 


2. As a Going Concern 


Under this heading I mainly want to discuss those few points 
encountered by examinees in those questions which are not strictly 
partnership questions, but which require some knowledge of these 
accounts. 

The theory of the Partnership Act is that the capitals of the part- 
ners are fixed, i.e., they do not fiuctuate, and unless the question indi- 
cates to the contrary it is usual to treat the capital accounts as 
“fixed,” and, therefore, profits, interest on capital, etc., would 
appear in a partner’s current account, and not the capital account. 

Interest on capital is always calculated on the “opening” capital 
for the period unless dates for additions and drawings are given. 
Unless dates for drawings are given it is not usual to calculate 
interest on them. 

Never credit salaries to capital account in the absence of explicit 
instructions to that effect. A partner would draw his salary as an 
employee, but in any case, if he did have it credited to an account, 
it would be to a current account. 

Interest on capital is a method of equalising the share of the 
partners, giving them a fair return on the capital invested, and 
any additional profits over that return will, of course, be profits 
for the risk undertaken. For this reason, it is often considered 
advisable to allow interest on capital at the rate such capital would 
earn if invested in “outside” investments. This extra profit above 
the interest on capital will then be the actual profit on the money 
invested in the partnership. 

When interest on capital is agreed upon, it should, in the absence 
of other arrangements, be debited to the appropriation account, and 
not to profit and loss account, as an expense of the business—it is 
not a charge for borrowed money. 
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Many accountants, however, contend that interest on capital 
should be debited to profit and loss account, and not to appropria- 
tion account, stating that it is an ordinary business charge just the 
same as interest on borrowed money. However, examiners by 
their questions seem to require the use of the appropriation account, 
and I recommend students to use it—in any case the net result is 
the same. It is quite obvious that the examiners of the Common- 
wealth Institute of Accountants require the use of such an account, 
for the wording of the questions frequently indicate this. Candi- 
dates should show in the appropriation account the following items : 

(a) Goodwill written off. 

(b) Interest on capital. 

(c) Interest on drawings. 

(d) Any amounts set aside to general reserves. 

Interest on partners’ loans is virtually interest on borrowed 
money, and such should be debited, not to the appropriation 
account, but to the profit and loss account. 

Any balances in partners’ current accounts are not to be treated 
as advances unless so arranged, and, therefore, do not bear interest. 

In working examination problems, candidates are advised to tabu- 
late (see next example) the partners’ capital accounts; this also 
saves time in the examination. 


3. The Admission of a New Partner into an Existing 
Partnership 
This type of question is important, both to Intermediate and 
Final examinees, particularly the latter, and for purpose of illus- 
tration the following examination question is selected. 


Question 


Black and Green, who share profits in the proportions of 4/7ths 
and 3/7ths respectively, take White into partnership on April 1, 
1923, on the following terms: He is to pay £4,004 for his share 
of goodwill, the amount to be retained in the business, to bring in 
£9,000 as capital, and his share of the profits is to be 2/9ths, 
Black and Green retaining the same ratio as previously. 

The balance sheet of Black and Green at March 31, 1923, is as 
follows: 


Liabilities Assets 
Creditors .. .. .. .. £10,744 Freehold premises .. £12,000 
Capital Accounts— Machinery and plant 8,000 
Black . .. £17,000 Furniture and fittings 1,000 
Green. .. 13,000 Commonwealth Bonds 744 
—— 30,000 Stock .. .. .. .. 6,000 
Debtors .. .. .. .. 12,000 
BAS se as ws ae 1,000 





£40,744 £40,744 
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The parties agreed to the foilowing adjustments : 

(a) Freehold premises to be increased by £1,000. 

(b) Machinery and plant and furniture and fittings to be writ- 
ten down by 15% and 10% respectively. 

(c) Commonwealth bonds to be increased by £56. 

(d) Stock to be increased by £1,500. 

(e) Provide 3% on debtors for doubtful debts. 

(f{) Capital accounts of Black and Green to be written down by 
transfer to loan accounts to an amount equal to the propor- 
tion in which they respectively share profits in the new 


firm. 


You are required to state adjustment account, capital accounts of 
the partners, and balance sheet of the new firm as at April 1, 1923. 


Solution 


ADJUSTMENT ACCOUNT 


1923. 

April 1. 

To Machinery & Plant £1,200 
, Furniture and Fit- 


en a6 40 4s 100 
, Reserve for doubt- 
ful debts .. . 360 


, Black capital A/c. 
4/7ths, £2,800 
, Green Capital A/c. 
3/7ths £2,100 





4,900 
£6,560 
CAPITAL 
1923. 
April 1. 


Black Green White 
To Transfer £ £ £ 
to Loan A/c.— 
1,800 1,600 
» Balce. 18,000 13,500 9,000 





19,800 15,100 9,000 








1923. 

April 1. 

By freehold premises . £1,000 
, Commonw’th Bonds 56 
sc «ate ae eee 
,, White — Cash paid 

for goodwill .. 4,004 
£6,560 
ACCOUNTS 

1923. 

April 1. 

Black Green White 
= £ £ 

By Balce. 17,000 13,000 
», Bank 9,000 
,, Adjust- 

ment 


A/c. 2,800 2,100 


19,800 15,100 9,000 














re FS ee 


Loe Moat s) 


ac 
pu 
ta 
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BALANCE SHEET OF BLACK, GREEN AND WHITE 
AS AT APRIL 1, 1923 


Liabilities 
I Cs ks Se ae be ne 4s we és 06 00 0, 
Loan Accounts— 
eg OE a a ee ne Se EE 
MN he i, Bie a, es oe, aks oe eles ace atk 1,600 
—_—__— 3,400 
Capital Accounts— 
Be, PD nk as 0c os 60 40 00 0 oe Se 
SS i 
CE xn a5 on bb ee es Se Om 30% 9,000 
—— 40,500 
£54,644 
Assets 
ae ee ee eee 
Commonwealth Bonds .. .. .. .. .. «2 ee ee ee ee 800 
OO Oe ae ee 
Less reserve for doubtful debts .. .. .. 360 
11,640 
CS wt cdl: oie oe el iis uy Gk Sar RR ae Oe 7,500 
Peres I NS ks ee So oe eM ae 2a BO OS 900 
Cg ees ee ee ee eee 6,800 
IE ck 6: de eae Oe wb ae. a DS we Hee 13,000 
£54,644 


Notes 

The capital accounts are to be in the same ratio as the profits are 
shared. White’s capital (£9,000) is 2/9ths of the total capital of 
the firm; the total capital will, therefore, be £40,500, of which 
Black must have 4/9ths, equalling £18,000, and Green 3/9ths, 
£13,500. Any excess in the capital accounts of Black and Green 
over the abovementioned figures must be transferred to loan 
accounts. 

White acquires a 2/9ths share of the profits, and Black and 
Green still share in the same ratio. Black and Green, therefore, 
share the remaining 7/9ths, Black taking 4/7ths and Green 3/7ths, 
which equals 4/9ths (4/7ths & 7/9ths = 4/9ths) and 3/9ths. 


4. Treatment of Goodwill 


As a general rule, goodwill should not appear in the books of 
account unless it has been purchased. Where goodwill has been 
purchased and paid for, either in cash or shares, it represents capi- 
tal expenditure, and is, therefore, correctly treated as an asset. 
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On retirement of a partner it is advisable not to raise goodwill 
for more than the retiring partner’s share—it is probably better not 
to raise goodwill at all, but to debit the amount to other partners’ 
accounts. Whichever method is adopted, add a footnote of advice 
for the examiner. 

Except where goodwill is gradually extinguished from the books, 
it is not necessary to make any adjustments in its value except when 
some change in the personnel of the firm occurs. 

There are three main methods of treating goodwill on the intro- 
duction of a partner: 

The first method is to debit cash with the amount of cash being 
paid for goodwill by the incoming partner, and then to credit the 
existing partners’ capital accounts in the proportion they share 
profits and losses, i.e., only the amount actually paid by the incom- 
ing partner for capital will be credited to his own capital account. 

The second method is the same as above, but the amount paid 
in by the new partner for goodwill will be withdrawn by the 
existing partners (where the question states so), being credited 
to cash and debited to their capital accounts. The amount paid 
by the incoming partner for goodwill will appear on both sides of 
the capital accounts of the existing partners, and virtually does not 
affect their actual capital, the account merely showing a record of 
the receipt and payment. 

The third method is where the goodwill account is to he raised. 
The amount of cash being paid by the incoming partner for both 
capital and goodwill is credited to his capital account, and then the 
value of the goodwill is calculated according to the proportion paid 
in for goodwill by the new partner. The total value of goodwill 
is debited to goodwill account. and credited to the capital accounts 
of the existing partners. Notice under this method that the new 
partner receives his share of goodwill from the cash book and the 
other partners share the total goodwill between them, and that good- 
will appears in the books. 


5. Insurance Policies in Partnership 


Frequently, to ensure having the ready cash available to pay out 
a deceased partner’s share, the partners insure their lives, either 
jointly or severally. 

There are two methods of treating the insurance premiums paid: 


1. Debit them to profit and loss account. Then, on the death of 
a partner, the amount received from the policy is credited to 
the respective capital accounts in the proportion the partners 
share profits and losses. If this method is used, and it is 
required to value goodwill, according to the average profit 
basis, it may be necessary, depending upon the terms of the 
partnership agreement, to add to the profits for each year the 
insurance premium before goodwill is calculated. Generally 





— ES SS a lUr lO 
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this will be necessary in an examination. Any share of good- 
will is in addition to any share of the insurance policy to 
which a partner is entitled. I find that students frequently 
confuse the share of goodwill with the share of the insurance 
money ; normally a partner receives both. 

2. Debit them to an asset account, and when the policy money 
is received it is credited to the same account, and any profit 
transferred to the partners’ capital accounts. 

It is sometimes provided that the policy may be for the benefit 

of the surviving partners only. 


Question 


Smith and Robinson entered into partnership on January 1, 1931, 
sharing profits equally. Under the terms of the agreement: 

1. An insurance was effected on their lives jointly for £5,000 
and bonuses. The annual premium was £150—the first pre- 
mium being paid on February 1, 1931, which amount, 
together with all subsequent premiums, was shown in the 
firm’s balance sheet. 

2. Interest on capital was to be provided at the rate of 5% p.a. 
(interest on drawings to be ignored). 

3. In the event of the death of either partner, the profit from 
date of last balance sheet to date of death is to be estimated 
on a time basis pro rata to the net profits of the preceding 
year. 

4. Goodwill should be brought into the accounts on the basis of 
two years’ purchase of the average profits of the last three 
years. 

Smith died on June 30, 1935. His capital on December 31, 
1934, amounted to £5,680, whilst his drawings from that date to 
death totalled £750. 

The net profit for the years ended December 31, 1932, 1933 and 
1934 was £2,000, £2,500, and £600 respectively. 

You are required to set out Smith’s capital account as at the date 
of his death, assuming that the amount received from the insur- 
ance company was £5,550. 


Solution 
The goodwill will be calculated as follows: 

DE ac 65°66 46 4% Se #4: %5 as.cy 00 See 
te te ne dO Ve. we tr we ano 2,500 
igs ik hy Gk BA Md. €O Oh Od 600 

£5,100 
sage! oye ll la ala £1,700 
Two years’ purchase .. . a ae ae 3,400 


Smith is entitled to half- share. Pree er 
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INSURANCE PREMIUMS ACCOUNT 





1931. 1935. 
Feb. 1. To premium paid £150 June 30. By cash (amount 
1932. of policy) £5,550 
Feb. 1. 150 
1933. 
Feb. 1. - 150 
1934. 
Feb. 1. " 150 
1935. 
Feb. 1. a 150 
June 30. Smith capital 
profit .. .. 2,400 
Robinson capi- 
tal profit. 2,400 
£5,550 £5,550 


SMITH CAPITAL ACCOUNT 


1935. 1934. 
June 30. Dec. 31. 
To Drawings .. .. .. £750 By Balance... .. .. £5,680 
Balance .. .. .. 9,322 1935. 
June 30. 
By Share of profit on 
insurance policy 2,400 
-» MSOOUWEN 64 kx on 1,700 
,, Interest on capital, 
half-year, at 5% 
on £5,680. .. 142 
» Share of profits, 
half-share, of 6 
months’ profits 


(£300)... .. 150 
£10,072 £10,072 


Note 1.—As the question states, the insurance premiums have 
been “shown in the firm’s balance sheet,” the second method men- 
tioned above of treating the premiums has been adopted. 


Note 2.—If the premium each year had been debited to profit 
and loss account, it may have been necessary, depending upon the 
agreement, to add this amount to the profits each year before calcu- 
lating goodwill. 

Note 3.—As no dates for the drawings are given, the interest on 
the capital has been calculated on the opening balance. 
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6a. Dissolution Where Assets are all Realised and Complete Dis- 
solution Made 


The following rules indicate the steps to be taken in the above- 
mentioned circumstances : 


1. Unless the question is in the form of a balance sheet or trial 
balance, first prepare a trial balance. Any difference will 
represent a profit or loss incurred before dissolution. If the 
credits only are given by the rule of double entry, the debits 
must equal the credits, i.e., the assets may be ascertained if 
only the credit side of a trial balance is given. 

2. Then open a realisation account. Transfer the asset accounts 
to the debit of realisation account. Cash will not be so trans- 
ferred unless the whole of the assets are sold. 


3. As amounts are received on realisation of assets, debit cash 
and credit realisation account. 

4. If any assets are taken over by the partners, debit the respec- 
tive partner’s capital account, and credit realisation account 
with the agreed-upon valuation. 

5. Credit cash and debit realisation account with expenses of 
realisation. 

6. The balance in the realisation account will then show the 
profit or loss on winding up, which will be transferred to the 
partners’ accounts in the same ratio as they share profits and 
losses. 

7. The liabilities will be paid off, including partners’ advances— 
credit cash and debit the accounts concerned. 


8. Should a partner’s capital account be in debit, a transfer will 
be made from his loan account (if any). 


9. The balance of the partners’ capital accounts, after the profit 
or loss has been transferred, will represent the balance of the 
cash available. Partners’ capital accounts will be debited, and 
cash credited with the respective balances. It should be noted 
that the balance of the cash available, after paying the credi- 
tors, is paid out in proportion to the partners’ capital accounts, 
and NOT as they share profits and losses. 


General Note.——Where a partner’s capital account is in debit, 
and the question does not state that he is insolvent, it is best to 
assume that he can pay in his deficiency, but where the question 
indicates that he is insolvent, the rule in Garner v. Murray, if there 
are three or more partners, and if there is a loss on realisation, 
applies. 

Candidates are advised in this type of problem to have all the 
accounts necessary “open” at the one time. By so doing, the actual 
debit and credit entry for each transaction may be made; this tends 
to avoid the omission of one side of an entry in an examination. 
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6b. Dissolution Where Assets are Realised from Time to Time, and 
Periodic Distributions Made 
To illustrate this type of problem, a question from the last Inter- 
mediate Examination was selected. 


Question 

L, M and N were in partnership, sharing profits and losses in 
proportion to their respective capitals. They agreed to dissolve 
partnership on December 31, at which date their balance sheet 
showed: 


Liabilities Assets 
NE cic aie cs I IE 3. kw oe Se ai £360 
Capital Accounts— ee 6,900 

Le ws os ws eee Plant and Fixtures .. 2,500 

Max. Se eee 7,540 
13,500 

£17,300 £17,300 


It was also agreed that, after creditors had been paid in full, the 
net proceeds of realisation should be distributed monthly. By 
January 15 sufficient of the assets had been realised to permit of 
the creditors being paid in full, and they were, therefore, paid on 
that date. The gross proceeds and expenses of realisation were: 


Plant and 

Fixtures Debtors Stock Expenses 
January .. .. £1,000 £3,000 £3,700 £ 300 
February . .. 850 2,000 2,300 200 
ree = 1,000 oo 100 


(Discounts received and allowed may be ignored. ) 

At March 31 the only remaining assets were outstanding 
debtors’ accounts amounting to £900, and it was mutually agreed 
that M should take over these accounts at 10/- in the £. 

You are required to set out realisation account, cash account 
showing distribution to partners, and partners’ capital accounts 
as at March 31. 


Solution 
REALISATION ACCOUNT 
To Debtors .. .. .. £6,900 By Plant... .. .. .. £1,850 
» Plant and fixtures 2,500 ,, Debtors .. .. .. 6,000 
» stock... .. .. .. 7,540  ,, Debtors taken over 
» MEOONOES .. .. .. 600 i) aa 450 
_mae. ua. Ce 


,» Loss on realisation 3,240 


£17,540 £17,540 





eT ee 





) 
) 
) 
) 
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To Loss on realisation £3,240 By Share of loss— 
L 












































aes 

ch on d6 ae | ee 

_ eee 720 

£3,240 £3,240 

CAPITAL ACCOUNTS 
Dr. 
Jan. 31. , M N 
To Bank .. .. .. .. £1,760 £1,320 £880 

Feb. 28. 

To Bank .. 2,200 1,650 1,100 

Mar. 31. 

EE ok: te. we Bi 600 -- 300 
Se, ee —— 450 —- 
,» Loss on realn. .. 1,440 1,080 720 
£6,000 £4,500 £ 3,000 
M N 
Cr. 

Jan. 1. 

By Balance .. £6,000 £4,500 £ 3,000 
£6,000 £4,500 £ 3,000 
BANK ACCOUNT 

Jan. 1. Jan. 15. 

To Balance .. .. .. £360 By Expenses... .... £300 
Jan. 31. Jan. 15. 

To Plant and fixtures 1,000 By Creditors ...... 3,800 
Jan. 31. Jan. 31. 

To Debtors. ...... 3,000 By L capital (4/9ths) 1,760 
— ese » M capital (3/9ths) 1,320 

» N capital (2/9ths) 880 
£8,060 £8,060 

Feb. 28. Feb. 28. 

To Plant and fixtures £850 By Expenses...... £200 
a pens 5. »s .. ZOD , Lecapital account . 2,200 
. eer M capital account 1,650 

N capital account. 1,100 
£5,150 £5,150 
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Mar. 31. Mar. 31. 

To Debtors .. .. .. £1,000 By Expenses... .... £100 
» L capital account . 600 
», N capital account . 300 


£1,000 £1,000 


Note.—1. The payments to partners on January 31 and Feb- 
ruary 28 are really dividends on account of so much in the £ 
according to the balance of the partners’ capital accounts at 
January 1. The loss on realisation is not ascertainable until March, 
i.e., when ali the assets are realised and expenses paid. The final 
payment tc the partners in March is as much as is sufficient to 
close their capital accounts. 2. The cebtors taken over by M are 
credited to realisation account, and debited to M’s account. 


(To be continued. ) 
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